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China's Crony Capitalism 


Introduction 


Corruption in regions and sectors is interwoven; cases of 
corruption through collusion are increasing; abuse of per- 
sonnel authority and abuse of executive authority overlap; 
the exchange of power for power, power for money, and 
power for sex is frequent; collusion between officials and 
businessmen and collusion between superiors and subordi- 
nates have become intertwined; the methods of transferring 
benefits to each other are concealed and various. 


—Xi Jinping, October 16, 2014 


XIJINPING, the general secretary of the Chinese Communist Party 
(CCP), obviously has good reason to worry. The symptoms of corrup- 
tion he described graphically after listening to the reports of inspection 
teams dispatched to investigate high-level misconduct in the provinces 
in 2014 are those of a Leninist regime in late-stage decay. Immediately 
after assuming his position in November 2012, Xi launched the most 
ferocious anticorruption campaign in the post-Mao era to expunge 
the rot from the party—and purge his rivals in the process. Tens of 
thousands of party and government officials, including dozens of 
“tigers” (provincial- or ministerial-level officials), were sent to jail. 
While it is uncertain whether his effort will save the CCP, the lurid 
details of looting, debauchery, and utter lawlessness that have emerged 
during the campaign only confirm, albeit with fresher empirical 
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evidence, the prevailing view that, instead of building Deng Xiao- 
ping’s “socialism with Chinese characteristics,” modernization under 
one-party rule has produced a form of rapacious crony capitalism, 
the defining features of which are neatly summarized in Xi’s brief 
remarks above. 

To appreciate how predatory, pervasive, and entrenched China’s 
crony capitalism has become, we need look no farther than at some 
of the tigers and their cronies felled in Xi’s war on corruption. Exhibit 
A is Zhou Yongkang, the former Politburo Standing Committee 
(PSC) member responsible for internal security and undoubtedly the 
biggest fallen Geer! The case against Zhou, who received a life sen- 
tence in 2015 after a secret trial, is remarkable not only because the 
prosecution of a top leader of his stature effectively broke the taboo 
against jailing PSC members on corruption charges in the post-Mao 
era, but also because the network of corruption Zhou and his family 
members had woven together reveals what Xi called the interconnec- 
tion of “collusion between officials and businessmen and collusion 
between superiors and subordinates.” Prior to his rise to the PSC in 
2007, Zhou had served as the head of China National Petroleum 
Corporation (CNPC, the country’s largest state-owned oil com- 
pany), the party chief of Sichuan, and the minister of public security. 
Besides strengthening his power base inside the CCP, Zhou’s extensive 
network of loyalists—eight ministerial and provincial officials and 
several dozen bureau- or prefecture-level officials—was essential to 
his family members’ thriving business ventures.* According to an 
investigation by Caixin, a highly respected business publication, his 
two brothers and sister owned an Audi dealership, mines in Sichuan 
and Xinjiang, real estate projects in Sichuan, a liquefied natural gas 
(LNG) business, and a franchise selling one of China’s most famous 
spirits. Zhou Bin, Zhou’s elder son, specialized in securing contracts 
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from CNPC and flipping assets cheaply bought from the oil giant. In 
one deal alone, he sold an oil block bought for 10 million yuan from 
CNPC to a private businessman for 500 million yuan.’ 

Among Zhou Bin’s business partners, Liu Han, a crime boss exe- 
cuted for involvement in multiple murders after Zhou Yongkang’s 
fall, merits special mention. Liu, a Sichuan-based mining mogul who 
controlled a listed conglomerate with assets of over 40 billion yuan, 
paid Zhou Bin 20 million yuan in 2004 for an undeveloped tourism 
project with a fair market value of under 6 million yuan. Liu should 
be grateful to the Zhou family. After all, it was Zhou Yongkang who, 
as the party chief of Sichuan, took his name off a list of mafia bosses 
the Ministry of Public Security was about to arrest in 2001.‘ Later, it 
turned out that Liu’s favor to Zhou Bin was fully reciprocated—and 
more. In 2006, Zhou Bin helped him obtain approval from Sichuan’s 
regulatory authorities to construct three hydro-power stations and 
get a 600 million yuan loan from state-owned banks. Shortly before 
his arrest in March 2013, Liu sold his power company for 1.7 billion 
yuan. Among those connected with Zhou Yongkang, the most un- 
usual is Cao Yongzheng, his personal fortune-teller allegedly endowed 
with supernatural abilities. The CCP charged that Zhou gave Cao 
top-secret documents in his office, and Caixin’s investigation shows 
that a company owned by Cao became a partner in an oil-production 
joint venture with a subsidiary of CNPC. At the end of 2012, Cao’s 
company recorded undistributed profits of 1.1 billion yuan. At Zhou’s 
sentencing in June 2015, the court alleged that Zhou’s wife and his elder 
son took bribes worth 129 million yuan from four businessmen and 
informed Zhou after the fact, and that Zhou used his power to help 
Zhou Bin, his brother, a nephew, Cao, and a businesswoman reap il- 
legal profits of 2.136 billion yuan, causing the state to suffer 1.486 
billion yuan in losses.° 
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The Zhou family case may be extreme, but it is not exceptional. 
Consider the case of Ling Jihua, the powerful director of the General 
Office of the CCP Central Committee and longtime aide to Hu Jintao, 
the CCP general secretary from 2002 to 2012. Although not part of 
Zhou’s network, Ling made a fatal mistake in March 2012 by asking 
him to cover up a traffic accident in which Ling’s Ferrari-driving 
playboy son was killed, a scandal that led directly to his removal from 
his position a few months later. In a separate case against Ling of- 
ficially launched in 2014, the party quickly dismantled his network 
of corruption based in Shanxi, his native province, where eight 
provincial-level officials and over thirty prefecture- and bureau-level 
officials were arrested. According to media reports, Ling’s family 
members had amassed an impressive fortune. His youngest brother, 
Ling Wancheng, owner of a private equity firm, made 1.2 billion yuan 
with well-timed investments in high-tech and media firms (Ling 
Wancheng later fled to the United States after his brother’s fall). Ling’s 
sister-in-law and nephew owned a successful advertising and public 
relations firm that got contracts for the 2008 Beijing Olympics and 
the Shanghai 2010 World Expo. Ling’s wife was the legal owner of 
several media and Internet companies. 

Had Lou Zhongfu not tried to ingratiate himself into Ling’s family 
circle by putting up 10 million yuan—nearly all the upfront cash 
capital—for an Internet start-up jointly owned with Ling’s wife, the real 
estate tycoon in Zhejiang probably would have been left alone in the 
purge of Ling. Until then, Lou had gained national fame for buying the 
People’s Liberation Army (PLA) basketball team of the Shenyang Mili- 
tary Region in 2005 and erecting his own version of the Eiffel Tower on 
one of his (never-completed) real estate projects. But betting on the 
wrong horse landed Lou in jail. In a country where princelings 
(children of senior officials) seem to rule, Lous is a rags-to-riches story. 
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A construction worker who never finished middle school, Lou took 
over a tiny township-owned construction company in 1984 and, 
during the wave of privatization of collectively owned enterprises, 
turned it into his family business. In little over two decades, he built it 
into China’s ninth-largest private company, with 120,000 employees 
and annual sales of 98.6 billion yuan (and 6.49 billion yuan in profits) 
in 2014. An entrepreneur who knew the value of political connections, 
Lou paid top value to lure over one hundred local officials, either away 
from their mid-level positions or out of retirement. The list of execu- 
tives who worked for him included a former vice president and a former 
chief of the civil tribunal in the Zhejiang high court, a former president 
of an intermediate court, and a former chairman of the Zhejiang secu- 
rities regulatory commission. Lou’s biggest political coup in Zhejiang 
was to become a close friend of Si Xinliang, a director of the provincial 
CCP organization department who wielded enormous influence in the 
appointment and promotion of local officials during his eight-year 
tenure (2001-2009). Shortly after Lou was detained at the end of 2015, 
the CCP’s Central Commission for Discipline Inspection (CCDI) ar- 
rested Si on charges of taking bribery and trading power for sex—the 
same offenses allegedly committed by Zhou and Ling.” 

Like Lou, Wang Chuncheng, a coal-mining mogul from Liaoning, 
was a big dreamer from a humble background. Wang stumbled into 
the coal business in the early 1990s when he became unemployed 
after his state-owned employer went bankrupt. To feed his family, 
Wang pilfered coal from a local mine and sold it to a local power 
plant in a push-cart. Through grit, smarts, and luck, he built his busi- 
ness into a major supplier of coal for Liaoning’s power plants. Along 
the way, Wang bribed a succession of local officials in Inner Mongolia 
into giving him the right to mine giant coal fields in the resource-rich 
province. For a while, Wang was riding high. His car had a PLA 
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license plate, exempting him from paying highway tolls and traffic 
tickets. A member of the People’s Armed Police chauffeured him 
around. Based on press reports, Wang was undone by two events. One 
was his ill-fated decision in 2006 to build a multibillion yuan railway 
to connect his coal fields in Inner Mongolia to the power plants in Liao- 
ning. Years behind schedule and over budget, the project brought him 
to the brink of financial ruin. The other event was his son’s responsi- 
bility for the death of an individual killed in a barroom brawl. To get 
his son off the hook, Wang allegedly bribed one of the China’s most 
powerful generals, the vice chairman of the Central Military Com- 
mission and Politburo member Xu Caihou. According to the official 
indictment against Xu and press reports, Xu amassed a fortune, mostly 
in bribes from fellow PLA officers seeking promotion. It took several 
trucks to cart away his loot—a ton of cash (roughly 100 million yuan), 
gold bars, jewelry, rare jade, and valuable artwork. In conducting its 
investigation against Xu, the Chinese Military Procuratorate arrested 
Wang in April 2014 as well.’ 

These are but a few examples of the looting, lawlessness, and col- 
lusion in the upper reaches of China’s crony capitalist order. In the 
remainder of the book, we will encounter various, albeit lesser, ver- 
sions of Zhou, Ling, Lou, Wang, and Xu who populate the less lofty 
realms of the Chinese party-state and hybrid economy. Of course, the 
cases we will be examining, like the more infamous tales told above, 
differ in important details, such as the perpetrators’ rank, status, 
wealth, and means of looting. However, the central plot remains the 
same. The story, and the theory behind it, is one of the rise and en- 
trenchment of crony capitalism in a one-party regime that happened 
to preside over one of history’s economic “miracles.” The defining 
character of this strain of crony capitalism, as Xi helpfully notes in 
the quotation at the beginning of this chapter, is collusion among elites 


6 


Introduction 


in the perpetration of corrupt activities aimed primarily, though not 
exclusively, at enriching themselves. 


Crony Capitalism and Elite Collusion 
in Post-Tiananmen China 


The conventional and popular definition of crony capitalism, as con- 
veyed in the Economist, is that it is a system in which capitalists gain 
valuable rents from politicians.’ A broader definition of crony capi- 
talism may treat the phenomenon as an instrumental union between 
capitalists and politicians designed to allow the former to acquire 
wealth, legally or otherwise, and the latter to seek and retain power. 
The illuminating portrayal of crony capitalism in Russia in Karen 
Dawisha’s Putin’s Kleptocracy confirms that this marriage is, indeed, 
a key feature of crony capitalism.” However, recognizing the defining 
feature of crony capitalism is only the first step toward understanding 
the phenomenon. While crony capitalism has become a popular term, 
conducting research on crony capitalism presents at least two diff- 
cult challenges to academics. 

The first challenge is to develop an analytical concept that can 
distill the essence of crony capitalism and be applied to an empirical 
investigation of this phenomenon. Here we propose such a concept, 
“collusion among elites,” with which to study crony capitalism. The 
use of this concept can be justified by the simple but basic fact that 
such collusion, both legal and illicit, lies at the heart of crony capi- 
talism in all societies regardless of the nature of their political regimes. 
In addition, the adoption of this concept can help us understand both 
the origins of crony capitalism and its real-life manifestations. Evi- 
dence indicating the emergence of such collusion is likely to help 
us establish the genesis of crony capitalism, while evidence of the 
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behavioral characteristics of collusion among elites should reveal 
the economic and sociological dynamics of crony capitalism. 

The application of the analytical concept of collusion among elites 
to a study of crony capitalism in China is likely to yield important in- 
sights because collusion among elites, now prevalent throughout key 
sectors and public institutions, was not observed until the early 1990s. 
By analyzing the most important institutional differences between the 
1980s and the subsequent two and one-half decades, we should be able 
to trace the most likely origins of elite collusion and its salient behav- 
ioral patterns. Empirically, the evidence that collusion among elites 
did not emerge in a meaningful sense until the early 1990s can be seen 
in the rise, since the 1990s, of particular types of corruption cases— 
woan and chuan‘an—that involve multiple officials, either in the same 
public institution or across several institutions or even several geo- 
graphical jurisdictions.” Of course, official corruption existed in the 
1980s, but collusive corruption, wo an and chuanan in Chinese parlance, 
was extremely rare.” Published reports of corruption cases that were 
prosecuted in the 1980s and newspaper stories of official misconduct 
in the same decade contained no references to collusive corruption.” A 
keyword search for “o an” and “chuanan’” in the China Knowledge Re- 
source Integrated Database (cnki.net, an electronic database of news- 
papers, magazines, official documents, and scholarly journals) finds 
no reference to these two terms until 1992." Since the 1990s, how- 
ever, official collusion in corruption and other types of criminal activi- 
ties have become increasingly common. A small number of researchers 
who have studied this development share the view that collusive cor- 
ruption is more sophisticated, destructive, and difficult to detect. 

Although China’s anticorruption authorities do not publish 
systemic data on waan and chuanan, senior officials, including Xi Jin- 
ping, have admitted publicly that such cases are common. Liu Liying, 
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a deputy director of the CCDI who presided over some of the most 
notorious corruption cases in the late 1990s and early 2000s, said in 
an interview published in 2003 that the number of chuanan, wo an, 
and anzhong‘an (case within a case) had risen and corrupt officials 
had formed, in her words, “interest-based alliances,” and their cor- 
rupt activities resembled those of “cliques.” Sporadic disclosure by 
provincial and municipal procuratorates also offers some empirical 
confirmation of the pervasiveness of the collusive corruption Liu 
identified. On average, should the data from the jurisdictions in 
Table I.1 be representative, roughly half of the individuals appre- 
hended for corruption are involved in woan or chuanan. Such cases 
account for 45 percent of all prosecuted corruption cases. 

Collusive corruption, in theory as well as in practice, is more de- 
structive than individual corruption because such behavior destroys 
the organizational and normative fabric of the state, increases the dif- 
ficulty of detection, and produces greater financial gains for its per- 
petrators. Due to the greater predatory capabilities possessed by elites 
engaged in collusive corruption, local governments penetrated by 
these elites unavoidably experience degradation in their capacity for 
providing public goods. In the worst case, corruption networks, con- 
sisting of officials, businessmen, and gangsters, seize control of these 
jurisdictions and turn them into local mafia states. Another harmful 
effect of collusive corruption by local elites is that such behavior fuels 
the conflict between the state and society. In jurisdictions that have 
fallen prey to collusive elites who systematically abuse their power, 
tensions between the public and local authorities are more likely to 
arise and result in more frequent riots and violent clashes between 
the public and the local authorities.” 

Although collusive corruption poses a serious threat to the sus- 
tainability of China’s economic development and the survival of the 
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CCP, this phenomenon has largely been overlooked in the abundant 
literature on “red capitalism” and corruption. Research on red capi- 
talism, pioneered by Bruce Dickson, focuses exclusively on shared 
political values and policy priorities between private entrepreneurs 
and local officials, but does not explore how their close political 


Table I.1. Percentage of wo an and chuanan reported by the National Audit Office, 
provinces, and municipalities 


Individuals involved in Wo an and 
woanandchuananas chuan’an as percent 
percent of all prosecuted of all prosecuted 
Jurisdiction Period for corruption corruption cases 


National data 


National audit 2013 69 35.7 
conducted by 
National 
Audit Agency 
Provincial data 
Shanghai 2000 32 
Jiangsu 2000 36 
Jiangxi 2003 Above 20 
Hubei 2003 43 
Guizhou 2004 42 
Jiangxi 2007-2009 55.4 
Sichuan 2007-2010 45 
Zhejiang 2009-2013 Around 50 
Guizhou 2012 58 
Shanghai 2011 39 
Shanghai 2012 49.5 
Shanghai 2014 35 27 
(Jan.-May) 
Municipalities 
Hangzhou 2001 42 
Guangzhou 2003 71 
Hangzhou 2004 63 
Chongqing 2008 39 34 
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Individuals involved in Woan and 
woan and chuanan as chuan’an as percent 
percent of all prosecuted of all prosecuted 


Jurisdiction Period for corruption corruption cases 
Dalian 2011 53 39 
Shenzhen 2012 70 
Fuzhou 2012 63 50 

(an. June) 
Guangzhou 2012-2013 Above 70 

Mean 52 45 

Median 51 42 


Data sources: National Audit Office, “2013 FERIRE” [Annual audit report 2013], http://www 
audit. gov.cn/n1992130/n1992165/n2032598/n2376391/3602645.html; IAZ EB Nh ERS ICSE 
700 f” [Jiangxi prosecuted 700 cases of using public office to commit crime in three years], PD, 
October 13, 2010; “TILE T Zig WA RZ” [Bribery most prevalent in construction sector], 
PD, February 9, 2011; PEIN, August 7, 2003; SIHO EMSIRS BRAS MN” 
[Wo an and chuanan account for 36 percent of all cases of using public office to commit crime 
in Jiangsu this year], CNN; http://review.jcrb.com.cn/ournews/asp/readNews.asp?id-=13942; 
‘SHILA FZ BUS” [Hubei publicizes representative cases of wo an], AIIEAFR, 

February 25, 2004; “NAME 75 RIB 984 {F [Guizhou investigated 984 cases of 
embezzlement and bribery last year], XHN, February 16, 2005, http://news.sina.com.cn/c/2005 
-02-16/10325115766s.shtml; “st 2012 FAA RES TAMIL SE 223 #F” [Guizhou investigated 
223 agriculture-related cases of embezzlement and bribery in 2012], PD, January 15, 2013; “E75 
EA 14 EARTE” [Fourteen bureau-level officials arrested for corruption in five years in 
hanghai], CNN, http://www.chinanews.com/fz/2013/01-24/4518728.shtml; “Pit RIB IRS 
FIH 17.4%” [Shanghai prosecutors report a 17.4 percent increase in the number of embezzlement 
and bribery cases filed], OMN, June 24, 2014; “Sim FABRANS LRE A LER BIL SE 9 px” 
[Bribery, abuse of power, and three other kinds of crimes account for 90 percent of crimes 
committed by using public office], CNN, http://news.sina.com.cn/o/2014-07-10/180430500807 
shtml; “7K BWA SBR’ [70 percent of all corruption cases are woan and huen an, 

/ WWE, February 21, 2003; “` NEAL 24 ZT AR SRR AWA AM” [Guangzhou 
investigated twenty-four bureau-level officials; wo an and chuan‘an make up 70 percent of all 
corruption cases filed], TOFD, http://news.dayoo.com/guangzhou/201403/18/73437_35529435 
htm; CRIME: BABA A 70% D E" [The Shenzhen procuratorate reports wo an and 
chuaran account for over 70 percent of all cases], Së ZS DZ January 23, 2013; “KERRI 
KEFEDRAICIEX 193 {F [The Dalian procuratorate prosecuted 193 cases of using public 
office to commit crimes last year], EXM, http://news.jcrb.com/jxsw/201201/t20120105_785840 
htm; “AWARE SR” [Prosecuting wo'an and chuan'an in various sectors], 

A FRAG 10 (2005); “SR: RESER” [Chongqing digs up woan and chuanwan], PD, 
December 29, 2008; EINE DER ZJC 122 fE” [122 cases of using public office to commit 
crimes were prosecuted in Fuzhou], PD, August 5, 2012. 
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relationship is exploited to generate mutual economic beneftts.!Š Re- 
search on corruption since 1989 has covered the types, participants, 
intensity, empirical measurements and causes of corruption, ef- 
forts to fight corruption, and effects of corruption on economic 
growth.” To be sure, some scholars have produced informative case 
studies of collusive corruption, such as maiguan maiguan (buying 
and selling office) and protection of organized crime. But these 
studies fail to explore its theoretical and substantive importance in 
the Chinese context.” Among the few researchers who have studied 
collusive corruption, Ting Gong provides the first systematic analysis 
of the phenomenon.” However, Gong does not address a critical 
question: why collusive corruption was rare before the 1990s but has 
become prevalent since then. 

The lack of attention in the existing literature to the institutional 
origins of collusive corruption and its behavioral characteristics 
means that we do not have a good understanding of how “reform and 
opening” in the post-Mao era has engendered a destructive combi- 
nation of authoritarian rule and crony capitalism. Equally important, 
our insufficient understanding of the dynamics of collusion may de- 
prive us of knowledge about the internal process of decay in China’s 


late-Leninist regime. 


Methodological Challenges in the Study 
of Crony Capitalism 


The second challenge facing researchers attempting to investigate the 
world of crony capitalism is methodological: how to gather evidence 
to support their hypothesis. Identifying the symptoms of crony capi- 
talism is relatively easy. One can, as the Economist does, look at 
unusual connections between the concentration of wealth among 
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billionaires operating in heavily regulated industries (the implication 
is that the higher such a concentration, the more intense the rent- 
seeking activities, and hence the greater the influence of crony capi- 
talism).22 But this approach is both too simplistic and uninformative 
since an index so constructed tells us nothing about whether or 
how political and economic elites actually collude with each other 
to produce such outcomes. 

An alternative approach is to use data from corruption involving 
multiple officials and businessmen. Because practically all the acts of 
collusion that constitute crony capitalism are generally concealed from 
public view, the empirical evidence researchers gather to study crony 
capitalism can only come from cases of corruption exposed by investi- 
gative journalists or public authorities. To be sure, this approach has 
its limitations, the most serious of which is the nonrandom nature of 
the evidence since the researcher must rely on the media and govern- 
ment authorities as sources of the original cases of corruption. The 
problem of selection bias is real. However, on balance, a methodolog- 
ical approach based on a relatively large but still manageable sample of 
exposed cases of corruption has its advantages. First, such cases, typi- 
cally collected from official media and court documents, contain col- 
orful and illuminating details that provide valuable insights into the 
micro-level dynamics of collusion among elites, thus correcting a 
major flaw in purely quantitative studies of corruption based on 
large samples. Typically, studies using aggregate quantitative data 
present no micro-level details that can shed light on the motivations 
and tactics of the perpetrators. Second, a sample containing a sufh- 
ciently large number of cases permitting some basic quantitative cal- 
culations also remedies the flaws of single-case studies or research 
based on a very small number of cases, which may provide rich de- 
scriptions of individual incidents but do not paint a bigger picture. 
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We thus opt for a hybrid approach, one that is not ideal but may 
be the best alternative under the circumstances. By analyzing a suf- 
ficiently large, but still manageable, dataset of 260 cases, we extract 
from this sample important information on individual characteris- 
tics and activities. Analysis of such information helps derive useful 
insights into the world of crony capitalism in China. This hybrid 
approach does not claim to be “representative” in the same sense as 
a randomized large-N sample, but it does provide more robust em- 
pirical evidence than case studies based on a single or a very small 
number of cases. Unlike large-N studies that miss many crucial 
micro-level details, the hybrid approach can yield illuminating infor- 
mation on the behavioral characteristics of collusive corruption. 

The 260 cases used in this study are highly publicized cases in the 
official press. A likely selection bias resulting from the high profile of 
these cases is that they may overrepresent officials with higher ranks 
since their arrests and prosecutions tend to attract more media cov- 
erage. While this may be the case, such overrepresentation does not 
pose a serious problem for a project on crony capitalism. Since, in the 
world of crony capitalism, only those with sufficient political power 
can trade it for wealth, any study of crony capitalism has no choice 
but to focus on political elites in possession of sufficient amounts of 
power. In selecting these cases, our most important criterion is that 
they must contain sufficient information on the individual character- 
istics of the collusion this study seeks to analyze. All the cases have 
been reported in the official press and highly respected publications: 
newspapers, magazines, news agency reports, government docu- 
ments, official press releases, and court documents. All cases involve 
three or more individuals, the official definition of collusive corrup- 
tion. Of course, in an ideal world, access to the CCDI’s own files would 
give researchers the opportunity to construct a random sample based 
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on a large number of detailed cases. But this opportunity clearly does 
not exist at the moment. 


Crony Capitalism in Comparative Perspective 


China, to be sure, is not the only victim of crony capitalism. Collu- 
sion between power and money is a universal phenomenon varying 
only in its manifestations and degrees. This form of capitalism is par- 
ticularly prevalent in postcommunist societies, most prominently 
Russia, Ukraine, and the former Soviet Central Asian republics. As 
in the Chinese case, the defining feature of crony capitalism in the 
former Soviet republics is collusion among elites and between elites 
and organized crime.” However, it must be noted that crony capi- 
talism is not an inevitable outcome in the transition from commu- 
nism in the former Soviet bloc. As shown by studies on diverging 
transitions in Russia and Eastern Europe, the configuration of po- 
litical power and the pattern of regime change jointly determine the 
outcome of economic transition.” 

Among the origins of crony capitalism in the former Soviet repub- 
lics, the most obvious is the privatization of state-owned assets, an 
event that motivated collusion among elites. Collusive corruption 
takes place during the privatization of state-owned assets when po- 
litical and economic elites collude to underprice such assets or seize 
them for free, either through outright theft or by ostensibly legitimate 
procedures they can manipulate or control. As a result, collusive cor- 
ruption during privatization has given rise to the concentration of 
wealth and power in the hands of a small number of well-connected 
elites, or “oligarchs.”* Although the privatization of state-owned 
assets has attracted most of the scholarly attention, another form of 
privatization, perhaps even more insidious in breeding collusive cor- 
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ruption isthe privatization of the power of the state, the second likely 
origin of crony capitalism. On the surface, this might be related to 
the decentralization of power that takes place during economic tran- 
sition. In reality, decentralization of power and privatization of the 
power of the state are distinct phenomena. While decentralization 
may lead to devolution of greater authority and discretion to local of- 
ficials, this process does not necessarily lead to the use of such power 
for private gain (although decentralization without accountability 
definitely creates more opportunities for corruption). In comparison, 
the privatization of the power of the state occurs when local officials 
appropriate the administrative power of the state and establish inde- 
pendent monopolies to advance their private interests.” The most 
visible symptoms of the privatization of the power of the state include 
extracting private revenue streams by selling government services 
(such as protection and judicial relief). In the worst cases, local officials 
can even sell government appointments for huge personal gain, a wide- 
spread practice in China. A variation on the theme of the privatization 
of the power of the state is “state capture.” By influencing politicians 
and bureaucrats, powerful business interests can make parliaments 
and regulatory agencies produce legislation and regulations that 
favor the particularistic interests of these businesses. State capture 
can stifle competition and increase the economic rents to the “cap- 
tors” of the state. At the same time, this phenomenon also increases 
the level of collusive corruption within the political system.”” 
Systematic decentralization during economic transition, the third 
suspect in the rise of crony capitalism, is also believed to facilitate col- 
lusion at the local level. Decentralization has resulted in giving local 
elites control of previously centralized property rights (such as the 
disposal of state-owned assets or the income from such assets) and 
greater discretion in the delivery of public services.** Although the 
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debate over the relationship between decentralization and corruption 
remains inconclusive, one area of consensus is quite clear: Decentral- 
ization without accountability can greatly exacerbate corruption at 
the local level.” Indeed, evidence from the former Soviet Union 
appears to support this observation. While corruption is lower in 
countries such as the Baltic states, which pushed through thorough 
decentralization that was complemented by democratic reforms, 
decentralization followed by stagnant institutional reform is found to 
be especially conducive to collusive corruption.” Decentralization 
without accountability can fuel collusive corruption in several ways. 
Local political elites can collude to steal the assets of the state in the 
privatization program. Through the abuse of their newly granted dis- 
cretionary authority, they can extract payments for government ser- 
vices that should be provided free of charge, thus effectively running 
an extortionist state.*! 

Finally, crony capitalism, albeit of a violent variety, can be traced 
to the breakdown of the central authority, the weakness of the state, 
and the subsequent emergence of local mafia states in the former Soviet 
republics.” This line of argument stresses the fragmentation of state 
authority as a result of the collapse of the communist party-state. Dis- 
cipline of the agents of the state, especially those in the security ap- 
paratus, declines precipitously. Besides encouraging the looting of the 
state’s assets, the decline of the state creates power vacuums that are 
quickly filled by unsavory political and social forces.” In Central 
Asia, for example, powerful clans have captured the state and used 
its power to acquire vast wealth and political influence.*4 In other 
former Soviet republics, the political power vacuum has attracted 
organized crime, which has penetrated law enforcement and the 
military. The economic hardships brought about by recessions during 
the transition further reduce the state’s capacity to fund its police 
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and military adequately or to invest in recruitment and training. 
Consequently, the state's security forces become less capable of 
fighting organized crime. In many instances, they even collude with 
organized crime or perpetrate crimes themselves.’ 

Crony capitalism, of course, exists outside postcommunist socie- 
ties. However, the symptoms of crony capitalism in noncommunist 
societies are qualitatively different from those in postcommunist 
societies. If the essence of the strain of crony capitalism that emerged 
from the wreckage of communism is about seizing unclaimed or ill- 
defined state-owned property or reconstructing a new predatory 
order during a period of political chaos and state failure, crony capi- 
talism in other societies is mostly about rent-seeking and entrenching 
the power and privileges of the established elites in a relatively stable 
political environment.*° Companies owned by cronies of autocratic 
elites, as one study of Indonesia shows, enjoy higher stock valua- 
tions.*” Even in some of the more established democratic societies, 
political connections can give corporations significant economic 
benefits.** In the more extreme versions of crony capitalism in devel- 
oping countries, such as the case of the Philippines under the rule of 
Ferdinand Marcos in the 1970s and early 1980s, oligarchs directly 
control the power of the state.” Although crony capitalism, as a rule, 
is more prevalent in nondemocratic countries where political power 
can more easily be employed as an instrument of looting and the 
ruling elites are unaccountable, crony capitalism can also take root 
in newly democratized regimes and can both undermine the demo- 
cratic process and breed corruption.*” 

From a comparative perspective, China’s crony capitalism has far 
more in common with its cousin in the former Soviet Union because 
they are both products of the transition away from communism 
despite their different paths. Compared with crony capitalism in 
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noncommunist countries, China’s crony capitalism, it may be argued, 
is qualitatively different because the state continues to own most of 
the property in the economy and the surviving Leninist regime has 
far greater repressive capacity and willingness to use it to defend 
its privileges. However, while the post-Soviet transitions can offer 
useful insights into the origins of China’s crony capitalism, espe- 
cially the seizure of state-owned property by colluding elites, a closer 
look at the circumstances under which such property was looted 
in the former USSR during the chaotic 1990s reveals crucial differ- 
ences between the crony capitalism that emerged in the immediate 
aftermath of the collapse of the Soviet bloc and its variant in China 
today. 

The most obvious difference is that the looting of nominally state- 
owned property in the former USSR and some parts of Eastern Eu- 
rope occurred after the collapse of the communist regimes in those 
countries, whereas the appropriation of such assets by the ruling 
elites in China is taking place while the post-totalitarian regime re- 
mains securely in control. In the former case, the vacuum of state 
authority, political chaos, legal loopholes, and lack of experience and 
knowledge of privatization were the culprits. In the latter case, the 
Chinese ruling elites made deliberate policy choices that subsequently 
helped to create an environment enabling them to convert state- 
owned assets into their private property. 

Another key difference is the degree of centralization in the looting 
of state-owned assets. In the former USSR and Eastern Europe, 
looting occurred in a highly centralized manner. This may seem to 
be a strange phenomenon considering the evaporation of political au- 
thority following the collapse of communism, but it happened most 
probably because the concentrated characteristics of the rights to 
state-owned property, such as natural resource assets and gigantic 
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heavy manufacturing facilities, made centralized looting possible. As 
a result, in these countries a small group of entrepreneurs, through 
either their business acumen or political ties, managed to amass huge 
fortunes built on formerly state-owned assets acquired at ludicrously 
low prices.“ The reason for this is not hard to fathom. Weak political 
authority in those countries facilitated the seizure of large stocks 
of state-owned assets by well-connected tycoons. By comparison, 
looting in China is a far more decentralized affair, with local elites, 
as shown by data on corruption, participating in the process of seizing 
state-owned assets alongside senior officials at the center of power. 
Decentralized looting is not only necessitated by the diverse nature 
of China’s manufacturing-based economy, but also is determined by 
the decentralization of the control of property rights and admin- 
istrative power that has given local elites a competitive edge, rela- 
tive to their political status, in the seizure of state-owned property. 
The last key difference between crony capitalism in China and 
that in many parts of the former Soviet bloc is that the theft of state- 
owned property by those connected with the ruling elites was a one- 
time event in the latter, whereas the illicit seizure of such property is 
an ongoing process in the former. This is mainly because the rapidity 
of the mass privatization process in the wake of the collapse of com- 
munism in the early 1990s succeeded in converting the bulk of state- 
owned assets into private ownership.“ By comparison, no such rapid 
mass privatization has taken place in China and, as a result, the state 
continues to own the most valuable assets—land, mines, monopo- 
listic state-owned enterprises (SOEs)—that are subject to systematic 
theft by the ruling elites. According to an estimate of the net worth 
of China’s total assets produced by the Chinese Academy of Social 
Sciences in 2015, the assets owned by the Chinese state were valued 
at 181 trillion yuan, 51 percent of the country’s total net worth. 
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Moreover, the sustained economic growth in China since the early 
1990s has created enormous new wealth and added to the stock of 
state-owned property through high rates of investment. Conse- 
quently, the economic value of political power has appreciated dra- 
matically, as reflected in the huge increase in the amount of bribery 
paid to officials. Even if we take into account the residual assets 
owned by the state that were spared from privatization in many of 
the former Soviet bloc countries, looting becomes more difficult after 
they become democratic and the power of the political elites is more 
constrained. In contrast, the possibility of remediation through the 
democratic process simply does not exist in China, where the CCP has 
successfully maintained its political monopoly and faces no constraints 


on the use of its power in pursuit of self-enrichment. 


To probe the key differences between China’s crony capitalism and 
its variants in other parts of the world, especially the former Soviet 
bloc, this study proposes a theoretical framework to understand the 
origins and dynamics of collusion among elites. This framework, 
centered on the consequences of the partial reform of property rights 
and the decentralization of administrative authority, fills an impor- 
tant gap in the research on crony capitalism in general, and its emer- 
gence in China in particular. In Chapter 1, we develop this frame- 
work and identify the incentives, means, patterns, and determinants 
of the success of collusive corruption carried out by elites. Chapter 2 
retraces the most consequential changes in property rights and 
administrative decentralization in post-Mao China to provide the 
historical and institutional contexts in which favorable conditions 
for collusion are created. Chapter 3 studies the practice of buying 
and selling public office in an illicit market for political power. This 
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chapter attempts to illustrate how political power itself has become a 
tradable commodity under crony capitalism and how this trade fa- 
cilitates the construction of networks of collusion. Chapter 4 exam- 
ines how local political elites exchange favors for bribes from private 
businessmen in the latter’s efforts to acquire undervalued state-owned 
assets and to pursue economic rents. Chapter 5 probes systematic theft 
in SOEs by executives through collusive corruption. Chapter 6 investi- 
gates how local law enforcement officials provide protection to orga- 
nized crime in exchange for bribes and other payoffs. Chapter 7 
focuses on the spread of collusion to key state institutions, such as the 
judiciary and regulatory agencies, and on “collapse-style” corruption 
cases that have turned large jurisdictions into virtual local mafia 
states. This chapter underscores the argument that one of the inevi- 
table consequences of crony capitalism in China is the decay of its 
Leninist regime. In the concluding chapter, we briefly discuss the 
implications and consequences of China’s crony capitalism and the 
decay of the CCP. 
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The Origins of Crony Capitalism: 
How Institutional Changes Incentivize Corruption 


We must concentrate our crackdown on corruption in crit- 
ical sectors such as mining resources, land transfers, and 
real estate development. 


—Xi Jinping, January 23, 2014 


WHAT MAKES the areas singled out by Xi—land and mines— 
unique and worthy of special attention in his anticorruption drive is 
that these assets are publicly owned. The connection between corrup- 
tion and public ownership of assets should not come as a surprise 
since the defining feature of crony capitalism is the looting of nomi- 
nally state-owned assets by colluding elites. While the consequences 
of China’s crony capitalism are highly visible, the institutional origins 
of crony capitalism are poorly understood. In this chapter, we ex- 
plore the rise of crony capitalism in China since the early 1990s. Em- 
pirically, this task is made easier by the fact that endemic collusive 
corruption by elites—the heart and soul of crony capitalism—was not 
observed before the 1990s. Thus, the emergence of crony capitalism 
since then is most likely the result of some critical changes in the 
political and economic institutions of China and the subsequent 
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behavioral response by the elites to these changes. Probing the con- 
nection between institutions and collusion among elites should help 
us understand the likely origins of crony capitalism. 

Briefly summarized, our argument is that partial and incremental 
reforms of the property rights associated with nominally state-owned 
assets in the post-Tiananmen era have decentralized control over 
these assets without clarifying their real ownership. This combina- 
tion has created previously unavailable opportunities for political 
and economic elites to acquire these valuable assets at steep discounts 
or at no cost. But because of the unclear ownership and the resul- 
tant competing claims over these assets, elites must collude to share 
the spoils in order to avoid mutual vetoes. Besides the opportunities 
and incentives, local elites require the necessary means—in this case 
political power—to carry out collusion. Fortuitously, such power 
became readily available in the post-Tiananmen era, due to radical 
decentralization of administrative authority, particularly of that over 
the appointment of local officials. Understanding the opportunities, 
incentives, and means of collusion is only the first step toward devel- 
oping a theory of this phenomenon. The second step is to explore 
possible mechanisms of coordination that enable individuals sharing 
similar incentives to cooperate with each other illicitly. This we ac- 
complish by formulating three possible models of collusion to allow 
us to grasp how, in real life, collusion is carried out. As a theory of 
collusion is incomplete without identifying the critical determi- 
nants of its success, we analyze pertinent factors, such as bonding, 
commitment, and prevention of defection. We hope that this theory 
of collusion, encompassing opportunities, incentives, means, mech- 
anisms, and determinants, will help us achieve a deeper under- 
standing of the origins and dynamics of crony capitalism, especially 
in the Chinese context. 
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Collusion and Corruption 


Conceptually, corruption and collusion are distinct concepts. While 
corruption is generally defined as the abuse of public authority for 
private gain, collusion—illicit or unauthorized cooperation among 
agents or between supervisors and agents—does not necessarily re- 
sult in private gain or economic benefit and may not be explicitly 
criminal. Generally speaking, collusion is a practice that benefits a 
small number of perpetrators at the expense of the general welfare of 
an organization or society. When carried out in an organization, it 
destroys its discipline, norms, and capacity. Politically, pervasive col- 
lusion can subvert the authority hierarchy of the state and lead to 
regime decay. Murrell and Olson speculate that rampant collusion 
among managers of enterprises in the former Soviet Union generated 
institutional sclerosis and made the Soviet economy extremely un- 
productive.' Economically, unchecked collusion, which allows cartels 
to artificially raise prices or depress offered bids, can lead to severe 
price distortions and rampant rent-seeking. Economies plagued 
with endemic collusion are hobbled by chronic inefficient allocation 
of resources due to the oligarchical power wielded by the collusive 
elites. Unfortunately, theories of collusion developed by economists 
have focused narrowly on only two dominant motives. The first is 
profit maximization through price-fixing.’ This typically occurs when 
a small number of sellers form a price cartel to eliminate competition 
and keep prices high. Bidders in an auction can also collude with each 
other to eliminate competition and force the seller to accept a lower 
price. The resulting behavior is called horizontal collusion since the 
participants are more or less equal in terms of their hierarchical status. 
The second motive behind collusion is shirking, a classical principal- 
agent problem. Collusion allows agents to be less productive with 
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impunity.’ Collusion is sometimes rephrased as a problem of “side- 
contracting,” which entails a supervisor striking an unsanctioned 
deal with a subordinate agent without the authorization or knowl- 
edge of the principal. 

These insights may provide two valuable perspectives, but they 
do not help us understand collusion when no such motives seem to 
exist. Another shortcoming in the existing literature on collusion is 
the dominance of mathematical modeling and the absence of 
theory-testing based on empirical evidence. As a result, there are 
few case studies that illuminate the complex dynamics of collusion, 
whether horizontal or vertical. A rare exception is an original study 
of local government behavior by Xueguang Zhou, who advances a 
theory of organizational adaptation to explain widespread collusion 
among local governments.® In his view, local governments collude 
with each other to avoid implementing the policies of the central 
government that are impractical or harmful to their organizational 
interests. 

Adding organizational adaptation as a cause of collusion offers a 
useful perspective on collusion among organizational actors. But this 
theory does not explain collusion among individuals seeking bene- 
fits beyond profit maximization for their companies or shirking. 
Most critically, conventional theories of collusion do not explain the 
phenomenon of “collusive corruption”—the participation by a group 
of public officials in acts of collusion with the explicit purpose of 
reaping private material gains. Attempts to understand this puzzle 
were first made by scholars of corruption. In one of the first studies 
on collusive corruption among individual officials, Ting Gong at- 
tempts to identify the dominant motives.’ She attributes the rise of 
collusive corruption in China to profit maximization and risk reduc- 
tion. Although the profit-maximizing motive is well known, the idea 
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that collusion helps reduce the risks of detection is original. In Gong’s 
formulation, colluding officials can not only jointly increase the 
amount of corrupt income for themselves; they can also greatly 
reduce the risks of detection because they provide cover for each 
other. Even though Gong does not elaborate on its dynamics or pro- 
vide specific examples, this risk-management perspective is useful 
because, as illuminated by econometric modeling, corruption is dif- 
ficult to detect in an environment where a very large number of off- 
cials engage in corruption.® To the extent that collusion involves a 
greater number of officials, collusive corruption is, in theory, harder 
to detect. Intriguingly, there is some empirical evidence that implies 
collusive corruption in post-1992 China might have increased in- 
come and reduced risks for its perpetrators.’ The coincidence of per- 
vasive collusive corruption and a rapid rise in corrupt income could 
support the profit-maximization hypothesis. 

Nevertheless, the two motives identified by the existing literature 
on collusion—profit maximization and shirking—and the motive for 
collusive corruption (risk reduction) overlook a critical factor respon- 
sible for collusive corruption: Individual officials control only a par- 
ticular department or part of the decision-making process and need 
to collude in order to overcome the threat of a mutual veto. Thus, a 
plausible explanation for collusion among government officials en- 
gaging in corruption is that they possess individual veto power that 
can block each other from realizing any benefits from such power 
unless they collude. For instance, government bureaucracies are di- 
vided into functional departments, each of which exercises mono- 
polistic control over a specific part of the process in granting regula- 
tory approval (such as zoning, licensing, and so forth) or allocating 
public funds. With collusion, officials working in separate depart- 
ments can help a bribe-paying individual obtain all the necessary 
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permits quickly, thus gaining pecuniary benefits from the use of 
their power. Without collusion, any single official is unlikely to ob- 
tain support from his colleagues and help the bribe-paying indi- 
vidual to secure his desired permits, thus failing to realize any in- 
come from his power. This dynamic—colluding to overcome a mutual 
veto—can be understood by looking at corruption from the industrial 
organization perspective. Shleifer and Vishny argue that decentral- 
ized corruption resulting from independent monopolists produces 
greater efficiency losses than centralized corruption because each in- 
dependent monopolist (in reality, officials who control a particular de- 
partment in a bureaucracy and have incentives to extract maximum 
amounts of bribe money) has an incentive to maximize the amount of 
his bribes, regardless of the consequences of his action.” In the worst 
case, an independent monopoly will result in a total cessation of trans- 
actions if the bribe payers refuse to pay. A completely different situa- 
tion would be perfect competition, which drives corruption profits to 
zero. However, between these two extremes, one can think of a com- 
promise that overcomes the coordination problem caused by inde- 
pendent monopolies. Such a compromise would entail illicit coop- 
eration among those independent monopolists who, in an exchange 
of guaranteed corruption income, are willing to share the spoils. As 
a result, equilibrium is reached, benefiting everyone involved— 
bribe payers and colluding bribe takers alike. 

Of course, collusion in real life is more complicated and cannot 
occur without coordination, trust, knowledge, and commitment. 
Motives alone cannot lead to successful collusion. For instance, ofh- 
cials inclined to collude with each other must overcome practical 
difficulties in coordination. They may lack knowledge about other 
officials’ intentions, vulnerabilities, and the price for cooperation. 
They may also fear that their overtures may be rejected or, worse still, 
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reported to the anticorruption authorities. In explaining the rise of 
crony capitalism, we need to incorporate the powerful insights of the 
industrial organization perspective and enrich them with an under- 
standing of the institutional and sociological contexts unique to a 


transition economy and to contemporary China’s political system. 


Opportunities and Incentives for Collusion 


To understand the emergence of crony capitalism in China in gen- 
eral, and collusive corruption since the 1990s in particular, we need 
to examine changes in micro-level incentives and the overall institu- 
tional and policy contexts. We have to explain why a type of behavior 
rarely seen in the 1980s gradually became prevalent in the 1990s. 
The existing literature on collusion helps us understand only part of 
the puzzle. For instance, profit maximization and risk reduction 
are plausible explanations, and we should expect to find evidence 
showing that collusive corruption allows its perpetrators to in- 
crease their income and avoid detection for an extended period of 
time. However, in light of the dramatic difference in the nature of 
corruption—individual versus collusive—between the 1980s and the 
1990s, these two motives are not very useful to probe the most impor- 
tant causes of collusion among corrupt officials. Framed differently, 
to the extent that corrupt officials always seek to maximize bribes 
and minimize the risk of detection, why did they not engage in col- 
lusion before the 1990s? 

The answer to this puzzle can be found in policy and institutional 
changes that occurred in the early 1990s, significantly altering the 
incentives, risk-reward calculations, and ability to collude among 
Chinese officials. Of the most important policy and institutional de- 
velopments that have occurred since the 1990s, we argue that partial 
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and incremental changes in property rights created the initial oppor- 
tunities and incentives for collusion.” 

After Deng Xiaoping’s historic 1992 southern tour, China’s eco- 
nomic reforms accelerated. Although liberalization constituted the 
dominant thrust of the reforms of the early 1990s, full or partial 
privatization, euphemistically called “property rights reform” due to 
lingering ideological opposition, quickly became an essential part of 
the post-1992 reforms. Of course, small and cautious experiments 
in property rights reform began in the mid-1980s, but the Chinese 
government did not expand these experiments because of conserva- 
tive opposition. After Deng’s southern tour, such opposition weak- 
ened and property rights reform picked up speed. However, China 
adopted a less radical approach to property rights reform. Instead of 
complete privatization, the government sought to disentangle con- 
trol rights from ownership. The economic thinking behind this 
move was straightforward: Separating ownership rights from con- 
trol rights would give managers more incentives and create a market 
for control rights (although the standard term used in China for the 
equivalent of control rights is “use rights”). However, given the 
complex reality in China, property rights reform was carried out 
in a dizzying array of forms, and the term privatization does not 
really capture the diversity of property rights reform. To be sure, 
privatization—the outright transfer of ownership rights and/or 
use rights from the state to private individuals as real owners—did 
occur in this process. But many transfers of property rights involved 
only use rights (in the case of land and mines). And some property 
rights reform simply resulted in the transfer of control between gov- 
ernments (from central to local). To complicate matters even further, 
decentralization of administrative power, particularly the authority 
to allocate capital, award large contracts, and determine land use, 
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granted local officials and managers in SOEs unprecedented control 
rights. 

Despite the varying forms and degrees of property rights reform, 
two characteristics of the post-1992 changes in Chinese property 
rights stand out. The first is a significant devolution of the power to 
define property rights and dispose of state-owned property. As a 
result of this devolution, property that was inaccessible to private 
control could be effectively privatized or utilized to generate income 
for private individuals. The second is that property rights remained 
highly contested during this process. The contestation over property 
rights originated from multiple sources. 


Incomplete Property Rights Reform 


One clear culprit of the contestation was the incomplete nature of 
most of the property rights reforms, which separated control (use) 
rights from ownership rights but failed to clarify ownership rights, 
the more important component of property rights. This change did 
result in the creation of a market for partial property rights, but the 
incomplete nature of such reforms engendered conflicts between 
those who nominally owned the property and those who effectively 
controlled it. In China, the conflict between the nominal owner of 
such property (the state) and those with effective control rights (mostly 
members of the party) is much more difficult to resolve than in a 
market economy. In a market economy, private property rights are 
not only more clearly defined, but also they can be asserted through 
a more competitive and open corporate governance system, capital 
markets, and large private institutional owners. In China, the fact that 
a monopolistic political party is in control of the state, which nom- 
inally owns such property, means that the interests of the party di- 
verge fundamentally from those of the state. The party’s interests lie 
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in self-perpetuation in power, which requires the loyalty of its fol- 
lowers, who exercise control rights over state property. This discus- 
sion suggests two types of conflict over property in post-1992 China: 
contests over property rights between the state and the CCP and 
contests between the CCP and its agents. To the extent that the CCP’s 
interest in retaining power diverges from the state’s interest in pro- 
tecting the income, value, and security of its property, the party will 
appropriate for its own use the benefits generated by nominally 
state-owned property. In reality, such acts of appropriation create a 
conflict with the real owner of the property of the state—the Chinese 
people. In the case of conflicts between the party and its agents, sim- 
ilar dynamics are at play. Although the party regards the assets of 
the state as its own property, its members, all self-interested individ- 
uals, do not share this belief. The CCP members’ interest is to exer- 
cise their control rights over these assets to divert some of the in- 
come to themselves and/or to seize legal control of these assets. This 
divergence inevitably leads to a conflict between the party and its 
members over state-owned property and explains the party’s motives 
in punishing those members who may take too much from the party. 


Conflicting Claims 


Another cause of the contestation of property rights is conflicting 
claims over the assets of the state that are being made accessible to 
private ownership or utilization. One type of claim results from the 
poor definition of property ownership. For instance, the vague nature 
of land ownership in China is a major cause of contested land rights. 
Another source of contested claims is the presence of residual rights— 
workers in state-owned enterprises, residents in housing built on 
publicly owned land, and farmers tilling leased land all consider that 
they are entitled to some of the benefits generated by any changes in 
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the rights of state-owned property. Government officials and SOE ex- 
ecutives who possess effective control rights over the assets of the 
state have claims as well since they strongly believe that, due to their 
management of these assets, they are entitled to the benefits gener- 
ated by any changes in the redefinition of the rights over these assets. 
A third source of contestation originates in society. As the rights to 
these assets are poorly defined and there are no real owners, the 
transfer of substantive ownership rights from a nominal owner to a 
real owner will be seen by certain elements in society as a process in 
which they are entitled to participate. In particular, one social group— 
private entrepreneurs who sense the enormous profit potential of 
gaining control of these assets and who have the ability to realize such 
potential—will be motivated to contest the property rights of these 
assets. In the Chinese case, since private entrepreneurs lack political 
power, they will resort to the most effective means available—bribery— 
to help them gain an advantage to seize such assets. Another social 
group, organized criminals, will also be tempted to profit from this 
process. In addition to bribery, such elements can resort to violence and 
intimidation to help them contest the rights to control nominally state- 
owned assets. 


Mutual Veto 


The presence of several contestants in the reform of property rights 
makes the process of redefining these rights inherently a political 
contest among competing groups. However, in this contentious pro- 
cess, those in direct control of the bureaucratic or administrative 
power needed to redefine the rights over state-owned property have 
an enormous advantage. Yet, even for individuals in this group, they 
face the threat of a mutual veto, which is mostly procedural but can 
also be informal (exercised through bureaucratic subterfuge). A mutual 
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veto may be overcome if an individual official, such as a local party 
chief, possesses dictatorial power and can order his subordinates to 
comply with his wishes. Absent such power, a local official will need 
the cooperation of his colleagues, who, by the division of bureaucratic 
authority, control part of this process. Without their cooperation, an 
individual bureaucrat will face enormous difficulties in trying to gain 
access to the coveted state-owned assets. Even though collusion of- 
fers the benefits of profit maximization and risk reduction, its most 
important advantage in the case under discussion here is that, in 
complex transactions involving multiple vetoers in a bureaucratic 
system, collusion is required to overcome a mutual veto.” This is one 
of the principal drivers behind collusion among more or less equally 
empowered Chinese officials.” 


Administrative Decentralization 


Incentives and opportunities may not necessarily lead to collusion if 
its perpetrators lack the capacity to do so. Colluding officials must be 
endowed with sufficient means, specifically formal political authority, 
to carry out their schemes. In the reform era in general, and in the 
post-Tiananmen era in particular, radical administrative decentral- 
ization has empowered local elites and granted them the political 
means of committing collusive corruption. In China’s unitary state, 
such decentralization encompasses all aspects of governance, such as 
legislative interpretation, fiscal management, investment approval, 
control rights over state-owned property, and regulatory enforce- 
ment. Decentralization of such administrative authority, carried 
out as part of the CCP’s economic reforms, grants local officials new 
powers and capacities to extract bribes, making them prime targets 
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for rent-seeking private entrepreneurs. But the most important aspect 
of decentralization is undoubtedly that of personnel management— 
the power to appoint and promote officials inside the hierarchy of 
the party-state. Conventional collusion usually involves individ- 
uals or corporate entities more or less equally endowed with power 
and resources. In this type of horizontal collusion, commitment and 
coordination are critical. Vertical collusion, an act involving par- 
ties with unequal power and resources, depends on both coercion 
and an alignment of interests. A superior who needs to collude 
with his subordinates, in theory, will more likely get his way if he 
has credible means to reward or penalize them. In a bureaucratic 
organization, such means are embodied in the personnel manage- 
ment system. Clearly, a superior will find it much easier to per- 
suade or coerce his subordinates to collude if he controls their job 
security and career prospects. 

As we have seen, local officials (almost exclusively party chiefs) 
were granted the power to appoint and promote their immediate 
subordinates in the reform of cadre management in 1984, but the 
full institutionalization of this far-reaching reform probably did 
not occur until the early to mid-1990s.'° This unique combination— 
vertical decentralization of power accompanied by horizontal con- 
centration of personnel power in the hands of local party chiefs— 
has a profound impact on the incentives and dynamics of collusion 
at the local level. It immediately strengthens the bargaining position 
of a local party boss who needs the illicit cooperation of his subordi- 
nates. His newly granted power over their careers provides him with 
the coercive capacity to ensure that his subordinates comply with 
his wishes. An even more profound, albeit subtle, impact of the new 
system is that it drastically alters the dynamics of competition for 
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career advancement inside the local party-state. As the local party 
chief has a near monopoly over personnel matters, his underlings are 
all motivated to seek to please him, either with outstanding perfor- 
mance or (more likely) bribes. The introduction of bribery as a means 
of career advancement, in turn, results in two closely connected de- 
velopments. One is a virtual “arms race” among subordinates eager 
to bribe the local party chief for a desired promotion. In this race, 
the logic of “bad money driving out good money” prevails, re- 
warding those with fewer scruples but greater capacity to fund their 
bribes. The other is that the need to bribe their superiors for career 
advancement makes these subordinates more likely to seek bribes 
from businessmen. The combined effect of these two developments 
is collusion begetting collusion and corruption: vertical collusion 
motivated by career advancement leading to collusion with outsiders 
(businessmen). 

The last piece of the puzzle in this complicated tale of the origins 
of collusion are the economic calculations of officials seeking better 
positions inside the party-state. Other than prestige and security, the 
potential for extracting bribes from businessmen is the most powerful 
motive because, due to the administrative decentralization and the 
economic boom that began in the 1990s, local officials possess a much 
greater capacity to dole out favors in exchange for bribes. Naturally, 
positions in the local party-state that have such power have grown 
more desirable. Not surprisingly, almost immediately after the prom- 
ulgation of the new rules on cadre management, the CCP issued reg- 
ulations prohibiting behaviors that violate these rules, specifically 
those related to using bribes and other means to please superiors and 
seek promotions. Judging by the persistence of maiguan maiguan 
(buying and selling office), these regulations and subsequent attempts 
to enforce them have had no real effect.” 
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Modes and Dynamics of Collusion 


Collusion may give its perpetrators many benefits, but this activity 
cannot occur without overcoming the coordination problem and pre- 
venting free riding. Under normal circumstances, the existence of an 
opportunity to gain income from corruption may not enable several 
officials to participate in collusion. They will need coordination to 
engage in this illicit cooperative activity. In the Chinese case, the 
coordination role is played by two groups of individuals—government 
officials wielding enormous influence inside the bureaucracy and 
private businessmen, including crime bosses, who use bribes to buy 
off officials in various departments. In reporting incidents of woan 
or chuanan, the Chinese authorities provide skimpy details on how 
collusion actually takes place in local governments and SOEs, or 
whether those allegedly involved in wo an or chuanan actually con- 
spire directly with each other to commit their crimes. Close exami- 
nation of the cases published in the official media and theoretical 
insights from the social sciences enable us to construct and explore 
the three principal modes and underlying dynamics of collusion in 
these public institutions. Though conceptually distinct, in reality 
these modes may occasionally overlap and produce cases in which 
all of them are observed. 


Vertical Collusion 


In this pattern of collusion, a powerful superior, typically the local 
party chief, plays the central role, both as coordinator and enforcer, 
in weaving together a corruption network spanning multiple gov- 
ernment agencies within his jurisdiction. Local party chiefs, called 
yibashou in Chinese and the most powerful officials in Chinese 
localities and state institutions, are entrusted by the CCP with 
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unconstrained power and enormous discretion in its exercise.!Š As 
we will see, local party chiefs possess a near monopoly on the ap- 
pointment and promotion of subordinate officials within their juris- 
dictions, thus giving them a credible coercive capacity to impose their 
will on their subordinates and a unique ability to build a network of 
coconspirators. 

The principal means of vertical coordination by yibashou is mai- 
guan maiguan.” The value of an executive position in the Chinese 
state appreciates as the bribe-extracting capacity of such a position 
increases with rising wealth and administrative decentralization, 
thus raising the demand for such a position among aspiring officials 
and further strengthening the hand of the monopolistic seller—the 
local party chief. For a local party chief, maiguan maiguan gener- 
ates both financial and political benefits. The direct profits from 
these transactions are substantial but less lucrative than bribes from 
private businessmen. Politically, this practice allows a yibashou to 
build up a local power base filled with loyalists.” Arguably, a yibashou 
should find a subordinate more trustworthy and reliable as a cocon- 
spirator if that individual has paid him a significant bribe for his posi- 
tion.2! However, the greatest potential payoff from maiguan maiguan 
is that it will facilitate collusion coordinated by a yibashou. Since in 
most cases officials willing to pay bribes for office rationally seek posi- 
tions with substantive executive authority and greater bribe-generating 
potential, those who succeed in purchasing them are likely to be ap- 
pointed party chiefs in a lower-level jurisdiction or heads of powerful 
government departments that oversee zoning, land resources, mining 
rights, finance, or SOE assets. In the event that a yibashou has to de- 
liver a favor to a businessman who has bribed him, he can easily utilize 


his network of loyalists inside the government to do so. Indeed, the 
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empirical evidence in Chapters 4-7 supports this hypothesis. Of 
course, a yibashou also relies on his near-dictatorial power to coerce 
his subordinates in these departments into delivering his promised 
favors to businessmen. But this practice, while common, carries 
greater risk for the yibashou because it easily arouses resentment 
among his subordinates and makes them suspicious of his motives. 

The existence of yibashous who have a network of loyalists or who 
can coerce uncooperative subordinates into compliance greatly 
simplifies the challenge of coordination for favor-seeking private 
entrepreneurs. Instead of trying to coordinate officials in multiple 
agencies through time-consuming socializing activities and bribes, 
these entrepreneurs can focus their energy and resources on local party 
chiefs to obtain the desired favors. Corrupt deals with these yibashous 
thus entail much lower transaction costs than those with his under- 
lings, justifying a significant premium in bribes. The risks of a coordi- 
nation failure become negligible since, once bribed with a handsome 
amount, local party chiefs usually act with vigor and speed to ensure 
that their bureaucratic minions comply with their edicts. 

Buying off yibashous may be the most efficient path for private 
businessmen, but in real life not all of them can actually succeed. 
Yibashous are selective in taking on clients. Characteristically, they 
will favor well-established moguls who have already acquired a cer- 
tain commercial prestige, social status, and who have proven their 
ability to pay substantial bribes. Moreover, reckless and indiscrimi- 
nate bribe-taking is too risky, even for powerful yibashous. Practi- 
cally speaking, their time constraints also force them to limit their 
circle of friends in the private sector to a select group. Of course, busi- 
nessmen of lesser means are not left helpless. If a yibashou is unavail- 


able, they still can try to bribe veto-wielding individual officials 
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dispersed among key government agencies. This approach entails 
greater transaction costs and risks of coordination failure, but still 
promises reasonable chances of success. 

Corruption by a boss in general, and collusion coordinated by a 
yibashou in particular, produces substantial externalities that, in and 
of themselves, can create a vicious cycle of corruption. One form of 
externality is obviously the contagion effect of corruption. Subordi- 
nates knowledgeable about or suspicious of corruption by their supe- 
riors, particularly yibashous, are more likely to follow their example 
and start accepting or demanding bribes. A more subtle but probably 
more serious form of an externality is a general reduction in the risks 
of detection of corruption for all. A yibashou on the take has weak 
incentives to crack down on corruption by subordinate officials in 
close bureaucratic proximity because exposing their misconduct 
will attract unwanted attention from higher authorities. Worse still, 
should these officials possess credible information about a yibashou’s 
own corruption, they are almost certain to denounce him to the in- 
vestigators in the hope of receiving leniency. This line of reasoning 
may explain why a large number of officials tend to be exposed, 
along with their yibashou boss, in a Chinese jurisdiction or bureau- 
cratic agency even though they have no direct collusive ties with 
each other. Empirically, we can find evidence supporting this hy- 
pothesis. A study of 142 cases of corruption featuring prefecture- 
level yibashous as the chief perpetrators shows that 83 of them were 
involved in wo’an.** Of the fifty cases of collusion involving local 
officials and private businessmen examined in Chapter 5, the over- 
whelming majority of the chief perpetrators (nearly 80 percent) were 
local party chiefs or former local party chiefs, even though many of 
the subordinate officials who were caught did not collude with them 
directly (Table A.2 in the Appendix). 
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Outsider-Insider Collusion 


This pattern of collusion involves an outsider, typically a private busi- 
nessman, and a group of insiders—officials in a number of key gov- 
ernment agencies. As we hypothesize above, businessmen lower on 
the food chain of crony capitalism, particularly those who may lack 
the resources or flamboyance to impress and befriend yibashous, 
have to perform the critical role of coordinator-in-chief themselves. 
Even in cases where businessmen have succeeded in buying off 
yibashou bosses, they may still have to bribe their subordinates 
because the yibashou bosses are unable or unwilling to coordinate 
through coercion or because the businessmen, unsure about the 
ability of yibashou bosses to deliver, want to invest extra bribes to 
increase their chances of success. If a transaction requires approval 
across several large jurisdictions, the businessmen also need to bribe 
officials in these jurisdictions. 

In outsider-insider collusion, private businessmen are more favor- 
ably positioned than officials in playing the role of coordinator-in- 
chief. They are not political competitors, and can thus more easily 
gain the trust of the officials they want to approach. Their private 
wealth can easily finance the risk capital—costs of expensive enter- 
tainment, visits to “massage parlors,” and bribes—needed to ensnare 
officials, individually, into their network. Once these networks are 
established, the coordinating businessman functions as a spider 
weaving and maintaining a web. Normally only he has direct contact 
with the officials involved, but the officials themselves have no di- 
rect contacts or dealings with each other. It can be argued that ex- 
plicit knowledge of the participation by their colleagues is not nec- 
essary for officials to participate in collusion. Coordination can occur 


indirectly, through a participant’s own educated guesses and signals 
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or coded language conveyed by the outsiders. Officials who suspect 
that their colleagues are involved in these shady schemes are likely 
to agree to participate when approached. Their calculation is that if 
their colleagues are on the take, they should not miss the same op- 
portunity. More importantly, indirect knowledge of their col- 
leagues’ participation may reassure an official that their collusive 
enterprise is more likely to be fruitful and detection risks may be 
reduced by mutual protection. As we explain above, the final factor 
facilitating outsider-insider collusion is the externalities of the 
misconduct by senior officials on their subordinates. In local gov- 
ernments or agencies in which the yibashou boss is corrupt, a pri- 
vate entrepreneur attempting to entice his subordinates to collude 
is pushing on a figurative open door. 


Horizontal Collusion among Insiders 


This mode of collusion is more likely to occur in specialized govern- 
ment agencies or public institutions, such as regulatory agencies, 
SOEs, and law enforcement agencies.” In the case of regulatory and 
law enforcement agencies, the dynamics of this type of collusion 
resemble the outsider-insider mode of collusion only in one crucial 
respect: A private entrepreneur typically bribes his way into these 
public agencies or institutions, either directly or through intermedi- 
aries. But in other respects, this type of collusion has its own charac- 
teristics, the most important of which is that its successful execution 
depends totally on the cooperation of a small number of insiders in 
the same government agency in which administrative authority is 
shared, colleagues have direct knowledge of each other’s work, and 
bureaucratic procedures are clearly specified. In these functional 


agencies, lower-level officials sharing a wide range of administrative 
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responsibilities collude and split the spoils mainly because they need 
each other’s cooperation. 

In government agencies that control no state-owned assets, out- 
siders’ bribes motivate insiders to collude primarily to seek rents. For 
example, collusion inside the judiciary and law enforcement agencies in 
our case studies is prompted by bribes from litigants and crime bosses. 
The reward for the coconspirators is a share of the bribe. Unless the 
coconspirators have other streams of corruption income, the amount 
of the bribe they collect is relatively small because the service they 
provide is not as valuable as that of state-owned assets. By compar- 
ison, SOE executives colluding with each other can generate far more 
corruption income because they directly control state-owned assets 
and can award lucrative contracts to private businessmen. When a 
private businessman is involved in an SOE collusion case, typically 
he is willing to pay substantial bribes to secure large contracts or a 
piece of state-owned property at a deep discount. When a collusion 
case in an SOE involves only its key executives, the amount of theft 
through embezzlement can be significant since the SOEs have large 
cash flows. If these executives collude to illicitly privatize state-owned 
assets, they can expect windfall profits. 

Besides the prospect of earning income from corruption, the key to 
the success of horizontal collusion among insiders is their interper- 
sonal relationship and trust. In local bureaucracies, courts, and law 
enforcement agencies, the relatively small size of these organizations 
can facilitate the development of these relationships and trust.”* In ad- 
dition, social interactions conducted in small circles and often in- 
volving unsavory activities (such as attending lavish entertainment 
hosted by private businessmen, gambling, or visiting “massage par- 
lors”) can further strengthen bonding and trust. 
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Determinants of Successful Collusion 


Insights from the literature on collusion among cartels suggest that 
the success of collusion is largely influenced by the number of cocon- 
spirators, product homogeneity, the effective enforcement of their 
commitment, and the absence of external shocks.” In this section, 
we briefly analyze whether the success of collusion among officials is 
determined by similar factors. 

Generally, collusion is more likely to succeed if the number of co- 
conspirators is small. Obviously, the risks of coordination failure and 
detection are reduced and enforcement against cheating and free 
riding is more effective when a small number of actors are involved. 
The survey of price-fixing cartels by Levenstein and Suslow finds that 
in the majority of such cases the median number of firms involved is 
under ten.2° Evidence from our sampled cases confirms this obser- 
vation. Overall, the number of officials directly involved in a scandal 
or arrested after investigations into the initial scandal uncovered 
their separate misconduct is relatively small, making coordination 
possible and enforcement effective. The median number of officials 
involved or implicated in collusive corruption cases in regulatory 
agencies and the judiciary is six, the same as that in collusion between 
organized crime and local government and law enforcement officials 
(Tables A.4-A.6 in the Appendix). In cases of collusion between of- 
ficials and businessmen and among SOE executives, the median 
number of officials involved is eleven (Tables A.2 and A.3). The larger 
number of individuals involved in these two types of cases can be 
explained by the impact of maiguan maiguan, a practice prevalent in 
local governments and SOEs that tends to implicate a larger number 
of officials. Besides the manageable number of colluding partners, the 
services provided by the coconspirators in our sample may appear 
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diverse in form and execution, but in essence they are highly homo- 
genous, involving the misuse of official power to help businessmen 
or themselves gain private benefits. This is another favorable factor 
for collusion. 

As Stigler notes, collusion often fails because of cheating by cocon- 
spirators.”” However, insights from research on organized crime and 
nuclear deterrence, and observations of bonding and trust-building 
among officials in contemporary China indicate that colluding offi- 
cials may have successfully managed the enforcement challenge. The 
Chinese party-state, in personnel terms, is a closed labor market. Exit 
for officials is costly and, once they attain a certain seniority, ex- 
tremely rare. This is a favorable factor in deterring potential cheaters 
since they have no realistic exit. Additional favorable factors such as 
personal friendship, bonds, and trust can be established through con- 
ventional channels and settings, such as the clan, hometown, college, 
and workplace.”* In the Chinese case, party schools or mid-career 
training programs provide ideal settings for forming close personal 
ties among officials across different geographic areas and bureau- 
cracies.”” More noteworthy, however, are some of the unique rituals 
performed by Chinese officials to develop interpersonal trust. In some 
locations, officials will bring their mistresses to attend dinners 
together—in a perverse gesture to seek mutual trust that resembles 
giving a hostage as a demonstration of commitment.” Among the 
cases examined in this book there are numerous instances in which 
the coconspirators gambled and visited brothels together. They also 
collected bribes in each other’s presence. While overt acts of dis- 
solution and greed may be taken as evidence of deteriorating morality 
among China’s ruling elites, these rituals are functionally critical in 
forging bonds of trust. Research on trust-building in criminal organ- 
izations indicates that initiation rites typically consist of acts of 
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violence and depravity that signal the commitment of new recruits 
and bind them to the group.” This does not mean that degeneration 
of moral norms is not a factor in collusion. On the contrary, there is 
substantial evidence that the overall decline of such norms since the 
1990s may have aided and abetted collusion among elites. One indi- 
cator of normative degeneration is the sexual misconduct of corrupt 
officials. Such behavior was less prevalent in the 1980s, but has 
become endemic since the 1990s.*” Academic research and official 
reports suggest that a large percentage, if not a majority, of corrupt 
officials engage in adultery, patronize prostitutes, keep multiple 
mistresses, and even father illegitimate children. In some instances, 
the financial pressure to maintain mistresses is a major reason for of- 
ficials to extract bribes from businessmen.” 

The prevention of cheating and defection can be achieved through 
enforcement by coconspirators. If the lead perpetrator is a yibashou 
official, vertical enforcement is relatively easy because he can impose 
sanctions on opportunistic junior coconspirators. The bribing busi- 
nessmen can also prevent defection because they pay their bribes in 
installments and can punish defectors by either withholding pay- 
ment or ruining their careers or reputation by making their dishon- 
orable conduct known to potential bribers. Worse still, they may blow 
the whistle.** A subtle mechanism of self-enforcement is also at work 
here: Once a coconspirator participates in a collusive crime, he has 
little hope of freeing himself from the corruption network. In addi- 
tion to forgoing substantial corruption income, he faces ostracism 
and even blackmail. Of course, he can turn himself in to the CCDI 
and face the consequences, but in reality very few officials pick this 
unattractive option. 

A striking oddity about collusion involving multiple but unre- 
lated networks of officials is that such networks tend to survive for a 
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considerable period but then unravel or collapse quickly after one of 
their members is ensnared in an anticorruption investigation. Odder 
still is the fact that these networks may be headed by bitter political 
rivals who have knowledge of each other’s corruption but neverthe- 
less choose not to denounce each other before their own arrests.” 
Overlapping modes of collusion ensure that multiple unrelated 
corruption networks can operate inside the same jurisdiction or gov- 
ernment agency. Based on frequent press reports of how disgraced 
officials try to gain leniency by providing leads about their col- 
leagues’ corruption to the CCDI, as shown in several instances in this 
study, we can reasonably assume that some of these officials have 
knowledge of the corrupt acts of their colleagues even though they 
belong to different networks. Insights from the doctrine of mutually 
assured destruction (MAD) may help illuminate this puzzle. Such 
knowledge has two useful purposes.** In “peacetime,” or before they 
fall into the CCDI’s dragnet, such knowledge deters these rivals from 
harming each other. Until they hear the CCDI’s dreaded knock on the 
door, preemption against one’s rival makes no sense since he will cer- 
tainly retaliate by providing information about your own corruption 
to the party. After they are arrested, belated preemption—providing 
such knowledge to the investigators—can help them gain more le- 
nient treatment. 

The Chinese criminal code gives anticorruption investigators a 
powerful tool to uncover collusion. Because the penalty for embez- 
zlement or bribery exceeding 100,000 yuan ranges from ten years of 
imprisonment to death (under particularly egregious circumstances), 
CCDI investigators and prosecutors can threaten coconspirators with 
severe penalties if they refuse to cooperate. Prosecutors claim that 
relying on the cooperation of coconspirators is the most effective 
method of uncovering collusion cases.** The authorities in Jiangsu 
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reported in 2015 that 80 percent of all corruption cases were uncov- 
ered by deepening investigations into waan and chuanan.? If such 
claims are true, we may conclude that there is little loyalty among 
colluders—despite the enormous effort they apparently have in- 
vested in building trust and friendship. 
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The Soil of Crony Capitalism: 
Where Corruption Thrives 


The soil for breeding endemic corruption is present. 


—Xi Jinping, November 19, 2013 


ONE DOES NOT NEED to be an institutionalist to understand 
why corruption thrives in certain political and economic environ- 
ments, the metaphoric “soil” in Xi’s quote above. In charting the 
rise of China’s crony capitalism, it is necessary to trace the key 
institutional changes, particularly those affecting property rights 
and control of appointments and promotions of local officials, that 
have occurred in the post-Tiananmen era. The evidence indicates 
that decentralization of control over state-owned assets without 
complete clarification of their ownership rights can create an ideal 
environment for looting by means of collusion among elites. Addi- 
tionally, in the context of the decentralization of cadre management 
that grants local officials total control over personnel matters, changes 
in property rights and administrative decentralization can interact 
with each other and further facilitate the looting of state-owned 
property that, as we argue, is the origin of crony capitalism in China. 

A striking difference between China’s economic reforms in the 
1980s and in the post-Tiananmen era is the degree to which the state’s 
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control of property rights has been decentralized.! In the 1980s, con- 
servative opposition blocked any substantive efforts to loosen this 
control. However, in the 1990s, control was significantly liberalized. 
As a result, local government officials and managers of state-owned 
enterprises (SOEs) gradually acquired the ability to dispose of state- 
owned assets with growing ease and decreasing scrutiny. Yet, despite 
dramatic decentralization of control over property rights, most of 
these rights remain poorly defined or clarified. In particular, land 
rights and mining rights remain, both legally and nominally, in the 
hands of the state. Even more importantly, the question of who actu- 
ally exercises effective control over these rights has never been re- 
solved. One result of the partial reform of property rights—radical 
decentralization without clarification—is that the ruling elites and 
their friends in the private sector are presented with abundant oppor- 
tunities to acquire state-owned assets—mainly land and natural re- 
sources—at below-market prices or for free. 


The Evolution of Land Rights 


It is no accident that the real estate sector has become a hotbed of 
crony capitalism in China. Data on the incidence of corruption con- 
sistently show that real estate, which generates most of its profits from 
obtaining cheap land, is one of the two most corrupt sectors (the 
other is infrastructure, which also involves acquisition of state-owned 
land).? Obviously, the value of land in a country undergoing rapid 
urbanization and industrialization tends to rise rapidly, attracting 
private entrepreneurs who must pay bribes in navigating China’s bu- 
reaucratic maze to develop their projects. But a more important cause 
of the pervasive corruption in the real estate sector is the partial re- 
form of the property rights of land. As discussed earlier, partial prop- 
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erty rights reform that decentralizes control without clarifying 
ownership breeds collusive corruption. In this section, we trace the 
institutional changes in China’s land rights since the mid-1980s and 
provide a historical context for understanding the connection be- 
tween crony capitalism and state ownership of land in contemporary 
China. 

The incremental reform of land rights began in the mid-1980s. The 
most important legislation governing China’s land use is the Land 
Administration Law, first passed in June 1986 and amended in 1988, 
1998, and 2004. Cumulatively, these amendments have significantly 
liberalized the state’s control over land use, even as the ownership of 
the land remains unchanged. In the first version of the Land Admin- 
istration Law, the singular legal breakthrough was the separation of 
ownership rights from use rights. This paved the way for the Chinese 
government to permit the sale and transfer of land without having to 
change its legal ownership. However, the 1986 Land Administration 
Law did not explicitly authorize the sale or transfer of use rights. Its 
stipulation of land ownership also left land ownership rights poorly 
defined. According to this stipulation, the state owns the land in 
urban areas and villagers collectively own the land in rural areas (ex- 
cept for land explicitly owned by the state in these areas). Following 
passage of the law, the central government established the State Land 
Management Bureau. 

Despite the absence of a formal legal basis for selling land use 
rights, the State Council indicated in April 1987 that land use rights 
could be transferred for a fee. In November 1987, it formally approved 
the State Land Management Bureau’s proposal to start pilot proj- 
ects to reform the land use systems in Shenzhen, Shanghai, Tianjin, 
Guangzhou, Xiamen, and Fuzhou. In 1988, land use rights were fur- 
ther liberalized after the National People’s Congress amended the 
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constitution in April, abolishing the ban on leasing land. The amend- 
ment added a provision that “land use rights can be transferred ac- 
cording to law.” In December 1988, the Land Administration Law 
was amended to authorize the legal transfer of use rights to state- 
owned and collectively owned land and to establish a system of fee- 
based land use. In May 1990, the State Council issued the “Interim 
Rules on the Sale and Transfer of Use Rights of State-Owned Land 
in Urban Areas,” providing detailed regulations for fee-based sales 
and transfers of land use rights in urban areas. (Such rules were un- 
necessary in the rural areas because the use rights of collectively 
owned land could not, and still cannot, be freely sold and trans- 
ferred. Only the state is allowed to first acquire land in rural areas, 
assume its ownership, and then sell or transfer its use rights.) 
Following the revision of the Land Administration Law in 1988, the 
Chinese government promulgated additional laws and rules to regu- 
late land use. In 1994, it passed the Urban Real Estate Management 
Law, allowing the auction, tender, and negotiation of land transfers. In 
1998, the Land Administration Law was revised again to liberalize the 
process. As most land transactions were conducted through secret 
negotiations, not market-based channels, the Ministry of Land Re- 
sources in 1999 issued regulations on “Furthering the Implementation 
of the Sale of User Rights of State-Owned Land through Bidding and 
Auctions.” In 2001, the State Council also issued a “Notice on Strength- 
ening the Administration of State-Owned Land Assets,” tightening 
rules on the transfer of land use rights. However, steps taken by the 
Chinese government to ensure that land use rights would not be sold 
too cheaply to well-connected individuals and firms did not appear to 
be effective since the government repeatedly had to issue regulations 
to address problems of corruption and underpricing in land transac- 
tions. In May 2002, the Ministry of Land Resources promulgated the 
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“Rules on the Sale of State-Owned Construction Land through Bidding, 
Auctions, and Public Announcements,” mandating that use rights for 
all state-owned land slotted for construction purposes must be sold 
through auctions, bidding, or public notices, instead of by secret agree- 
ments between the seller (the government) and the purchaser. As the 
practice of using underpriced land to lure investment became wide- 
spread among local governments, in October 2004 the State Council 
issued another document, the “Resolution on Deepening Reform 
and Tightening Land Administration,” prohibiting this practice. In 
2004, the Land Administration Law underwent another revision, 
permitting the government to acquire land for the public interest. 

‘These incremental changes greatly loosened the state’s control over 
land use and gave birth to China’s two decades of real estate and 
infrastructure boom. However, China’s approach to reforming land 
rights may have created more problems than it provided solutions. 
On the surface, the separation of use rights from ownership rights 
seems an ingenious reform that allows the state to create a market for 
land use without giving up its ownership. Unfortunately, experience 
since the early 1990s shows that a genuine market for land use is all 
but impossible if ownership rights remain firmly in the hands of the 
state. As long as the state owns the land and can determine the supply 
of land, a primary market for land use cannot exist. In addition, ab- 
sent a real market for land transfer systems, cronyism and corruption 
are certain to be pervasive in a hybrid system in which political power 
sets the price. 


The Rise of a Land-Based, Local Fiscal System 


The modest steps in reforming land rights had a negligible impact on 
land transactions in the late 1980s. Between 1986 and 1990, in the 
twenty-eight cities where pilot projects involving transfers of land use 
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rights were launched, only 2,000 hectares were transferred, generating 
1 billion yuan in income. It was not until 1991 that the sale of land 
use rights started its spectacular takeoff. In 1991 alone, about 22,000 
hectares were sold, 7.3 times more than the total sold in the previous 
five years. The number of real estate developers exploded as well. At 
the end of 1992, China had 12,000 real estate developers, three times 
more than in the previous year.* In 1993, the amount of land sold, in 
terms of size, was 57,338 hectares, more than twice that sold in 1992.° 

Revenue from the sale of land use rights soared correspondingly. 
Partial statistics put the total amount of revenue from such transac- 
tions in the period since land user rights could be sold at 123 billion 
yuan as of the end of 1993.° Between 1990 and 2005, cumulative in- 
come from land sales was 2.19 trillion yuan.’ In subsequent years, the 
volume of land sales continued to skyrocket, making revenue from 
land sales increasingly important in local public finance. In 1999, rev- 
enue from land sales amounted to 9.2 percent of local fiscal revenue 
and 5.7 percent of the expenditures of local governments. By 2007, the 
figures were 52 percent of revenue and 32 percent of spending.’ In the 
period 2008-2011, such revenue varied between 36 and 71 percent of 
ordinary local fiscal income.’ 

The growing dependence of local governments on land-sale rev- 
enue has been traced to the 1994 fiscal reform, which instituted a new 
revenue-sharing system that successfully recentralized fiscal rev- 
enue and instantly enabled Beijing to claim the bulk of the country’s 
fiscal receipts.” Although the 1994 fiscal recentralization is now 
widely viewed as the principal factor responsible for driving local 
governments toward a fiscal system heavily dependent on land-sale 
income, the reality is perhaps more complex. The rising importance 
of land sales to local public finance was gradual, indicating that 
revenue-hungry local governments slowly learned to tap into the land 
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they controlled. More importantly, when the actual use of land-sale 
revenue by local governments is scrutinized, it is evident that it is not 
spent on on-budget expenses (such as social services and salaries for 
government employees) but on fixed-asset investments. In fact, the 
massive increase in the amount of land sold by local governments 
during 2000-2010 was driven by financial leveraging by local gov- 
ernments, which used land as collateral for bank loans spent on fixed- 
asset investments." 

The most likely explanation is that there was a tacit agreement be- 
tween Beijing and the local governments in 1993 over ownership of 
land-sale revenue in order to overcome opposition by provincial gov- 
ernments to fiscal recentralization. Though there is no documentary 
evidence proving such a deal, it strains credulity that the central gov- 
ernment, which traditionally preferred to have direct control over 
major macroeconomic policies and tax revenue, would passively allow 
local governments to turn land into a source of abundant revenue. Ac- 
cording to one newspaper article, government regulations in force in 
1992 required that 5 percent of the proceeds from land sales should 
be paid to the central government (local governments could decide 
what to do with the rest). Another scholar noted that in 1994, when 
the fiscal reform occurred, it was decided that local governments 
would be given all the income from land transfers. He revealed that 
the rule in 1989 stipulated that land-sale proceeds should be split 
40/60 between the central government and the local governments. 
However, because it was impossible to verify the exact amount of 
such income (which in those days was very small), the central gov- 
ernment actually received very little. Starting in 1994, local gov- 
ernments were allowed to keep all the receipts from land sales.” 

In retrospect, the resulting arrangement, although never for- 
malized, between the central government and local governments 
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concerning the use of revenue generated by land sales has benefited 
both parties. For the central government, it merely traded a revenue 
source it would have had great difficulty in tapping for acceptance by 
local governments ofa new fiscal system that channels the bulk oftax 
revenue to the center. Local governments were given authority over a 
vast new revenue source—land sales. In subsequent years, the new 
fiscal system did indeed channel most of the taxes to Beijing while 
local governments raised prodigious amounts of new revenue from 
land sales. However, the land-based local fiscal system is one of the 
most important factors contributing to crony capitalism. As our case 
studies in the rest of the book show, land-related collusive corruption 
is widespread, and revenue generated by land sales, which fund the 
bulk of local infrastructure projects, can be easily stolen by local of- 
ficials and their business cronies. 


Contested Land Rights and Rent-Seeking 


With the substantial liberalization of the state’s control over land use 
since the early 1990s, local governments quickly acquired the ability 
to monetize a previously illiquid asset—land. However, like other key 
reforms in China, the reform of property rights in land was instru- 
mental in purpose, partial in nature, and incremental in pace. De- 
spite the reformist rhetoric, making land use more efficient through 
market-based allocations, let alone a complete privatization of the 
property rights of land, was never the ultimate objective of land rights 
reform. Instead, the goal was instrumental and narrow—solving 
practical difficulties generated by excessively tight control over land 
transfers and, later, generating revenue from land sales for local gov- 
ernments. Unwilling to give up its control over China’s most valuable 
assets, the CCP had no desire to privatize land ownership. The com- 
bination of its distrust of the market in allocating resources and its 
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desire to maximize private benefits from the liberalization of con- 
trol over land meant that the regulatory framework and the actual 
process of allocating land were heavily tilted toward maximizing gov- 
ernment control and official discretion. The result was a combina- 
tion of deliberately ambiguous property rights and rich rent-seeking 
land use opportunities." 

Initially, rent-seeking opportunities emerged, logically, from the 
continuation of the state’s ownership rights in land. Obviously, as 
legal owners, the government could decide how to dispose of the land. 
The discretion given to local government officials for transactions in 
land use rights easily created opportunities for corruption and cro- 
nyism. During the initial stage of the commercialization of land use 
rights, most transactions occurred through nonpublic “agreements” 
(xieyi) between sellers and purchasers. In 1993, for example, only 
5 percent of land use rights transactions were conducted through 
public auctions. In 2000, 13 percent of such transactions were con- 
ducted through public auctions. In 2002, only 15 percent of these 
transactions were conducted through public auctions.” Worried that 
local officials were giving away land too cheaply, in May 2002 the 
central government issued the “Rules on the Sale of State-Owned 
Construction Land through Bidding, Auctions, and Public An- 
nouncements,” requiring that land use rights be sold through public 
auctions and bidding. Consequently, an increasing number of transac- 
tions in land use rights were conducted via auctions and public bid- 
ding. In 2003, in terms of the amount of land involved, 28 percent of 
the transactions were conducted through auctions and bidding. In 
2008, the number rose to 84 percent.” However, these numbers should 
be viewed with skepticism. As revealed in the exposed corruption 
cases, the process of public auctions and bidding is rigged to favor 
buyers who have bribed local officials. 
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Because local governments can acquire land cheaply through co- 
ercion, they can make a significant profit by selling land use rights to 
real estate developers. Based on data provided by the Ministry of 
Finance, local governments enjoyed profit margins averaging 42 to 
45 percent during the period 2008-2010.” In many ways, however, 
such high profit margins are a reflection of a highly distorted market 
for land use rights in China. If the government does not artificially 
restrict supply, land prices will likely fall, thus reducing its income. 
At the same time, acquisition costs are deliberately depressed by un- 
derpaying farmers and urban residents. Finally, given the wide- 
spread practice of underpricing land to benefit favored businesses 
and real estate developers, local governments must have lost signifi- 
cant revenue from land sales. Indeed, Chinese press reports indicate 
that government rules are routinely violated in the process of selling 
land use rights, resulting in an enormous loss of revenue. For ex- 
ample, between 2003 and June 2005, 60 of the 87 development zones 
investigated by the government were found to have violated the rules 
and to have leased 7,873 hectares of land below mandated prices, failing 
to collect 5.565 billion yuan in revenue.'* Based on the National 
Audit Agency’s audits of eleven provinces in 2009, 38.1 billion yuan 
in land-sale income that should have been paid was not collected.” 

From a bureaucratic perspective, rich rent-seeking opportunities 
inevitably mean the competitive involvement of myriad local govern- 
ment agencies in land-sale transactions and in activities in the down- 
stream real estate industry, where most of the final profits are realized. 
Based on a study by the Ministry of Land Resources, the real cost of 
land accounts, on average, for only 23 percent of housing prices na- 
tionwide, whereas the gross profit margin for developers is generally 
30-50 percent.” The prospect of huge profits motivates developers 
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to bribe local officials whose decisions can determine the price of the 
land they want to acquire as well as the regulatory approvals they 
must obtain to develop their projects. At the same time, local officials 
also have an incentive to turn their power into opportunities for ex- 
tracting bribes from developers. Since ten government agencies have 
jurisdiction or regulatory approval authority over land use, it is 
often necessary for the developer to bribe multiple individuals.” In 
order to obtain approval from these agencies, developers have to take 
the lead. Typically, they first identify the desired plot of land, nego- 
tiate with its current user to strike an agreement, and afterwards they 
go to each agency to gain approval. Whether they can get the land 
depends on whether they have “dependable connections” in these 
agencies.” In this process, a private developer colludes with a group 
of officials who may have no personal or collusive relationships with 
each other. 

The driver of collusion in the discussion above is the existence of 
complementary authority over land use in general, and over the real 
estate industry in particular. In the case of land use, however, collu- 
sion is also necessitated by the contested nature of land rights. First, 
a local government official trying to seize a particular plot of land 
from its current users (farmers or urban residents) must collude with 
officials in other agencies (the police, for instance) and with the real 
estate developer to dispossess the current users. Second, since several 
real estate developers are competing for the same underpriced plot 
of land, the potential winner must collude with the most powerful 
local official (in many cases, the party boss). Finally, because multiple 
government agencies all have some claim to the land and its use, of- 
ficials must collude with each other (even the all-powerful local party 


boss must gain the cooperation of his junior colleagues in various 
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government departments) in order to complete the process of al- 
lowing their favored real estate developer to gain the use rights to the 
land. 


The Evolution of Mining Rights 


Many of the large private fortunes made during China’s boom years, 
as the cases of Liu Han and Wang Chuncheng show, can be traced to 
the mining sector. In our studies of corruption in SOEs, local gov- 
ernments, and law enforcement agencies in the remainder of this 
book, we will also encounter lesser versions of Lius and Wangs who 
struck gold in the natural resources sector. The puzzle about the origins 
of their wealth is how these elites, some from humble backgrounds 
while others were well connected, were able to acquire mining rights 
that, according to Chinese law, the state has never fully relinquished. 
In this section, we briefly trace how, as in the case of reforming the 
property rights of SOEs, the Chinese state progressively decentral- 
ized control of mining without actually relinquishing its ownership 
rights, thus allowing local elites to collude with each other to exploit 
these valuable resources and enrich themselves in the process. 

One of the structural features of China’s mining sector that has 
likely enabled local elites to appropriate nominally state-owned natural 
resource wealth is the existence of an abundance of small-scale 
mines that account for a significant share of Chinese mineral prod- 
ucts.” Based on data collected in the late 1990s, artisanal and other 
small mines contributed between 30 and 76 percent of the country’s 
output of various mineral products.” The decentralization and diver- 
sity of China’s mining sector, a product of the country’s vast size 
and geological conditions (low mineral content, small reserves, and 
remote locations make large-scale mining uneconomical, if not al- 
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together impossible) means a ceaseless contest among various 
claimants (private individuals, village collectives,local governments, 
state-owned enterprises, and the central government) over these re- 
sources.” A study by a government research group reported that as 
of the end of 1990, China had 8,000 state-owned mining firms, 
115,000 collective mines, and 114,000 individually operated mines. 
According to this study, most disputes revolved around mining rights 
between SOEs and local firms owned by different entities (such 
as township collectives or local governments). Local government- 
run mines were also embroiled in mining disputes with collectively 
operated mines that were owned by townships.” In Yunnan, for ex- 
ample, 55 percent of the mines operated by township collective firms 
and individuals in the early 1990s did not have licenses.” Thus, in a 
strict sense, mining rights in China are more ambiguously defined 
than land rights. 

Changes in mining rights in China since the late 1970s have re- 
flected a recognition of this complex reality on the part of the central 
government, which proceeded to pass laws and regulations to legalize 
this informal mining sector. Besides this pragmatic approach, there 
were two additional drivers to redefine the property rights of China’s 
mines. One was obviously the country’s growing demand for mineral 
resources. Meeting this demand without liberalizing the mining 
sector would be impossible.”* The other driver was a deliberate gov- 
ernment policy of gradual liberalization without full privatization. 
As in the case of land rights, the Chinese state continues to assert 
legal ownership of mineral resources, but it has formulated a legal and 
regulatory framework separating exploration, mining, and produc- 
tion rights from ownership rights. The first step in this direction was 
taken in April 1984 when the State Council issued “Eight Measures on 
Accelerating the Development of Township and Village Coal Mines,” 
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permitting collectives and individuals to invest in small coal mines.” 
The effect of the liberalization of the coal sector was instant. Within 
two years, output from township and village coal mines reached 
one-third of the nationwide total. The coal output of the small 
mines contributed one-third of the country’s total production in 
1985.30 

After liberalization began in the mid-1980s, the government took 
additional measures to accelerate the reform of mining rights. The 
most important legislation was the Mineral Resources Law, passed by 
the National People's Congress in March 1986. While continuing to 
maintain state ownership of mineral rights, the law nevertheless af- 
firmed the limited rights of collectives and individuals to mine 
mineral resources. Specifically, the law encouraged collective mines 
and individuals to explore and produce small quantities in state- 
designated areas for their own use. In 1994, the State Council issued 
specific implementation rules to further clarify the 1986 law, stipu- 
lating that collective and private mines could operate in areas not 
suitable for large and medium-sized mines owned by the state. By 
establishing a legal framework for diverse property rights, the first 
version of the Mineral Resources Law and its implementation rules 
paved the way for a further loosening of the state’s control of mining 
rights in subsequent years. 

In 1996, the Mineral Resources Law was revised to allow the 
transfer of mining rights, removing a significant constraint imposed 
by the 1986 version that explicitly forbade such transfers. With legal 
sanctions for buying and selling mining rights, a market for such 
rights emerged in no time. Of course, some of the restrictions on the 
transfer of mining rights remained in place under the revised law. 
The most prominent restriction prohibited the transfer of production 
rights unless the transaction was the result of a merger, acquisition, 
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joint venture, or sale of assets. In February 1998 the State Council 
issued specific rules governing the transfer of exploration and pro- 
duction rights. The most important feature of these rules was the 
delegation of approval authority to lower levels of government. Each 
level of government was granted the power to decide to whom to 
transfer these rights on behalf of the “state.” Following the State 
Council’s promulgation of the regulation, many provinces issued 
their own regulations on transfers of mining rights. Another critical 
feature of the regulation was its huge loophole: The regulation put 
fewer restrictions on transfers of exploration rights than on produc- 
tion rights. In reality, the rules significantly loosened the transfer of 
both exploration and production rights. Since it is difficult to distin- 
guish the two types of rights (especially after exploration finds 
proven reserves), this loophole could be exploited to facilitate the 
transfer of the more tightly controlled production rights.” Further- 
more, since provincial departments were empowered to approve the 
transfer of both rights, it became easier for those seeking to sell or 
purchase such rights to get the desired approvals. Most importantly, 
the rules permitted the transfer of the rights in state-owned mines 
after a fair-value assessment. 

The state’s control over the mining sector was further loosened 
in 1998 with the State Council’s “Administrative Rules on Explora- 
tion of Mineral Resources.” While reserving the approval of explo- 
ration and production of oil and natural gas to departments des- 
ignated by the State Council, this regulation granted provincial 
authorities the power to approve medium-sized to small mines in 
mining areas not designated by the national government as “valu- 
able to the national economy.” In addition, departments in charge of 
mineral resource management above the county level were autho- 
rized to issue production permits. Immediately after the issuance of 
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this regulation, the Ministry of Geology and Mineral Production 
announced the “Regulation on Authorizing the Issuance of Licenses 
for Mineral Exploration and Production,” which established that 
licenses for projects requiring exploration expenditures of less than 
5 million yuan could be granted by provincial departments and pro- 
duction licenses for medium and small mines could be approved by 
provincial authorities. 

The combined effect of the three regulations issued in 1998 on the 
exploration and production of mineral resources was to significantly 
liberalize property rights in the mining sector and to decentralize ap- 
proval authority to provincial departments. Among other things, the 
most consequential regulatory change was a substantial loosening of 
the prohibition against transfers of production rights. In the revised 
Mineral Resources Law (1996), the government prohibited the transfer 
of production rights except as a result of a merger, acquisition, joint 
venture, or sale of assets. The same law also forbade the sale of explo- 
ration and production rights for profiteering purposes. However, the 
State Council’s “Administrative Rules on Transfers of Exploration 
and Production Rights,” issued in February 1998, effectively abol- 
ished the ban and permitted such sales. 

Given the importance of coal in China’s mining and energy sectors, 
it is worth briefly mentioning the evolution of property rights in this 
sector. As discussed earlier, the Chinese government recognized the 
necessity of mobilizing the production capacity of nonstate-owned 
coal mines to meet the country’s energy needs in the 1980s and it is- 
sued special rules to permit collective and private coal mines to op- 
erate (although transfers of mining rights remained illegal). In the 
1990s, the coal mining sector also underwent significant liberaliza- 
tion. The two most important regulatory changes were liberalization 
of the rules governing transfers of production rights in coal mines 
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and, as specified by the State Council's December 1994 “Administra- 
tive Rules for Township Coal Mines,” devolution of approval au- 
thority to county-level governments. As a result of these liberalizing 
measures, private investment poured into coal mining.” While most 
of the capital came from private entrepreneurs, government officials 
also took advantage of the liberalization and became investors in 
these mines (although press reports indicated that many did not put 
up real money, but instead used their influence as capital). 


The Evolution of SOE Property Rights 


The most noteworthy characteristic of the privatization of assets 
owned by SOEs during the reform era is that there has never been 
a formal privatization program, even though significant quantities 
of SOE assets have been effectively privatized, mostly since the 
1990s, as a result of an incremental, evolutionary, and opaque pro- 
cess.** Throughout the 1980s, ideological opposition to privatization 
within the CCP was so strong that no official initiatives were under- 
taken to liberalize the state’s control of SOE assets. Property rights 
reforms were restricted to pilot projects in selected areas, and only a 
few small SOEs were permitted to experiment with such reforms.” 
Only in the early 1990s did the CCP begin to take modest steps 
toward loosening the rules regarding disposal of SOE assets. 

The first document implicitly allowing such disposal, the “Rules 
on Evaluating State-Owned Assets,” was issued in November 1991. 
The new regulation, among other things, indirectly sanctioned the 
sale and transfer of assets owned by state entities to nonstate enti- 
ties. The pace of such implicit or concealed privatization accelerated 
following Deng Xiaoping’s tour of southern China in the spring of 
1992. The State Council approved, in July 1992, the “Rules on Changing 
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the Management Mechanisms of State-Owned Industrial Enterprises” 
Among the provisions granting SOE management more operational 
authority, this document allowed the leasing, mortgaging, and sale of 
SOE assets. SOE executives were also given the power to acquire other 
firms. A survey of Chinese SOE managers during this period indi- 
cated that, as a result of this reform program, executives in newly formed 
shareholding companies gained the right to dispose of assets.*° 

Property rights reform gained new momentum in November 1993 
when the CCP’s 14th Central Committee issued “The CCP Central 
Committee’s Resolution on Several Issues Regarding the Establish- 
ment of a Socialist Market Economic System,” which explicitly stated 
that small SOEs could be leased, restructured as joint-stock compa- 
nies, or sold to collectives or individuals. This document, it can be 
argued, represents the first high-level official endorsement of the 
privatization of SOE assets. Following promulgation of the resolu- 
tion, provincial governments began to formulate and issue their 
own regulations on the disposal of SOE assets.” 

During the mid-1990s, the privatization of SOE assets was closely 
connected with the process of restructuring bankrupt SOEs. In the 
restructuring process, the Chinese government allowed, albeit on an 
experimental basis, the sale of their assets to private entities or indi- 
viduals. The document authorizing this practice, the “State Council’s 
Announcement of a Pilot Project on the Bankruptcy of SOEs in 
Selected Cities,” was issued in October 1994. The focus of the an- 
nouncement was the arrangements for unemployed workers following 
the bankruptcy of their enterprises. As a result, proceeds from the 
sale or disposal of the assets of these SOEs were earmarked for this 
purpose. Another important provision of the announcement was that 
SOEs on the verge of bankruptcy could be reorganized by changing 
the management, restructuring the management of the assets of the 
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enterprise, or adjusting the organizational structure of the enter- 
prises. Although the document did not specify what such “restruc- 
turing” or “adjusting” would entail, the language used typically refers 
to leasing, contracting, and partial privatization. 

In the late 1990s, as the financial conditions of the SOEs con- 
tinued to deteriorate, the Chinese government embraced more rad- 
ical reforms. A central component of the new strategy was privatizing 
small and medium-sized SOEs and giving preference to large SOEs. 
Called zhuada fangxiao (grab the big and let go of the small), the 
strategy was enshrined in the “CCP Central Committee’s Resolution 
on Several Major Issues Pertaining to the Reform and Development 
of SOEs,” issued in September 1999. To be sure, the resolution insisted 
that the state-owned economic sector would be “the main compo- 
nent” of the Chinese economy and it focused chiefly on the strategic 
goal of turning large SOEs into competitive firms. Liberalizing and 
revitalizing small and medium-sized firms through a competitive 
process of picking winners and weeding out losers was the most rad- 
ical part of the reform strategy. The resolution reiterated the continu- 
ation of a multipronged approach to revitalizing small SOEs, such as 
restructuring, merging, leasing, converting to joint-stock ownership, 
or selling. On paper, the resolution sanctioned the sale of small SOEs 
only as part of a multipronged approach. However, in practice, the 
resolution merely endorsed a widespread practice favored by local 
governments to dispose of loss-making small SOEs. 

For local governments, quick disposal of loss-making SOEs pro- 
duced multiple benefits. Besides reducing drains on local finances, this 
process allowed well-connected local businessmen and government 
officials to purchase SOE assets at steep discounts.** Indeed, in this 
process, the assets of SOEs were routinely undervalued and the tax li- 
abilities and bank loans of bankrupt SOEs were left unpaid as neither 
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the purchasers nor the local governments were willing to assume such 
liabilities. This practice was so widespread and serious that the State 
Economic and Trade Commission, the Ministry of Finance, and the 
People’s Bank of China issued a joint document in February 1999, 
the “Notice on Issues Related to the Sale of Small SOEs,” to tighten the 
privatization process. The document criticized “some localities” for 
“violating the spirit of the CCP’s 15th Party Congress” and “treating 
the sale of small SOEs as the principal or the exclusive form of reform.” 
Asa result, “there were irregularities that led to the loss of state-owned 
assets, the failure to pay off bank loans and taxes, and infringements 
on the rights of employees.” As is always the case with policies of the 
central government, this effort to regulate the sale of small SOEs 
failed. Following promulgation of the resolution, many local govern- 
ments quickly began selling such firms, usually at deep discounts. 
Soon afterward, even profitable SOEs were put on the block as well" 
In the early 2000s, the Chinese government further decentral- 
ized approval authority for the disposal of SOE assets. Local gov- 
ernments were assigned responsibility to manage the assets of the 
SOEs they owned.*° According to a key document, “On Regulating 
the Restructuring of SOEs,” issued by the State-Owned Assets Su- 
pervision and Administration Commission (SASAC) and approved 
by the State Council in November 2003, there were considerable ir- 
regularities during the privatization process that resulted in the loss 
of state-owned assets. To tighten control over this process, SASAC 
proposed new restrictions on the approval procedure. Under the 
new SASAC rule, an SOE could be restructured into a non-SOE 
through multiple means, such as reorganization, merger, leasing, 
contracting, joint-venture, or transfer or sale of the SOE rights and 
shares. Plans for such restructuring must be approved by multiple 
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government agencies (such as the local finance bureau, labor de- 
partment, and local government agencies in charge of SOE assets). 
In addition, the assets of the SOEs being restructured must be valued 
and the SOEs’ finances must be audited by licensed accounting 
firms. When SOE assets are transferred to nonstate investors, the 
direct owners of the SOE assets must retain asset-assessment firms 
to value the assets, which include patents, technology, brands, and 
intangible assets. A groundbreaking provision of the SASAC docu- 
ment was the permission for management to privatize SOE assets, 
although management was prohibited from selling SOE assets di- 
rectly to themselves. 

A revised and updated SASAC regulation in December 2005 im- 
posed stricter regulations on privatization. The document, “On 
Further Regulating the Restructuring of SOEs,” accentuated govern- 
ment concerns about the loss of state-owned assets during the priva- 
tization process. In particular, the regulation required that SOEs 
requesting restructuring of their ownership must make a strong case 
for their proposal and provide details on the new ownership struc- 
ture, governance, their liabilities and assets, and a plan for resettling 
the workers. Restructuring plans must make explicit provisions to 
protect the SOE’s financial assets and settle its liabilities. Additionally, 
the revised SASAC rules stipulated that the disposal of land and 
mining rights must follow the procedures specified by the relevant 
laws, most likely because such rights had been sold either too cheaply 
or in violation of the legal procedures. 

Compared with changes in the property rights in land and natural 
resources, those affecting SOEs can be said to represent two extremes. 
On the one hand, small and medium-sized SOEs have been privatized 
despite the absence of a formal legal framework and explicit legal 
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authorization by the only lawmaking body of the country, the National 
People’s Congress, which has not passed any legislation authorizing 
the disposal of SOE assets by agents of the state. In a technical sense, 
such privatization has been accompanied by both decentralization of 
control and clarification of ownership rights. Rent-seeking and cro- 
nyism in this process is a one-time affair. In these instances, the looting 
of undervalued assets takes place in a single transition. The agents of 
the state—managers of SOEs and local officials responsible for liqui- 
dating these firms—have reaped lucrative personal gains mainly 
because of the vagueness and loopholes in the improvisational rules 
issued by the various ministry-level bureaucracies (although approved 
by the State Council). As analyzed above, these rules contained few 
key procedural provisions. They were designed to provide local au- 
thorities and SOE managers considerable discretion in carrying out 
the privatization program. Even though the rules characteristically 
emphasized the need to prevent the loss of state-owned assets in the 
privatization process, they consistently failed to set detailed opera- 
tional restrictions to achieve this goal. This regulatory environment 
facilitated collusion among elites because the vagueness of the rules 
effectively dispersed approval authority among several government 
agencies and officials. 

At the other extreme is the continuing state ownership (or ma- 
jority ownership) of large SOEs, where collusive corruption, as our 
sample cases in Chapter 4 will reveal, has become endemic. The re- 
peated efforts by the CCP to make these behemoths more efficient 
appear to have produced no real improvements in their competitive- 
ness or financial performance even as senior managers are empow- 
ered to engage in collusive corruption.*! We should not be surprised 
by this outcome by now. China’s reform of its large SOEs has resulted 
in decentralization of control over state-owned assets without clari- 
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fying their real ownership—a perfect combination for generating op- 
portunities for looting by insiders. 


Administrative Decentralization: Cadre Management 


As a Leninist regime, the CCP’s most critical instrument of main- 
taining power is its nomenklatura, a term imported from the Soviet 
Union. During the reform era, this system of cadre management un- 
derwent significant changes. Among other things, the CCP imposed 
mandatory retirement, raised educational qualifications, specified 
rotations, and introduced detailed procedural rules, at least on paper, 
governing appointments and promotions.” These changes were de- 
signed to strengthen the party’s ability to recruit more capable, better- 
educated, and more loyal officials. In retrospect, however, the most 
consequential institutional change occurred in 1984, when the CCP 
decided to radically decentralize cadre management. Under the pre- 
vious “managing two levels down” (xiaguan liangji) system, the cen- 
tral leadership controlled the appointment of cadres in provinces 
and prefectures while provincial CCP organizations controlled cadre 
appointments in counties. To give local leaders greater and more di- 
rect authority over cadres in their jurisdictions, the radical reform in 
1984 replaced xiaguan liangji with xiaguan yiji (managing one level 
down). Under the new system, the central leadership managed pro- 
vincial cadres who, in turn, supervised prefecture-level officials, who 
in turn monitored, evaluated, and appointed county-level officials, 
who, due to the reform, could manage township officials. 

The 1984 reform significantly empowered local party chiefs by 
giving them unprecedented power to decide the political future of 
prefecture, county, and township officials. While provincial party 
chiefs gained considerable power at a reasonable cost (losing their 
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appointment authority over county-level cadres), the greatest benefi- 
ciaries were prefecture and county party chiefs who were granted 
personnel power over substantial administrative positions (county 
and subcounty officials, respectively). For example, prefecture party 
bosses could henceforth appoint and promote county-level officials, 
while county party chiefs, who had no substantial personnel manage- 
ment authority under the old system, could decide who to appoint for 
subcounty and township leadership positions. Of course, in addition 
to decentralization of cadre management, the Chinese government 
also decentralized investment approval, fiscal management, and regu- 
latory enforcement.“* Parallel to this development was a similar em- 
powerment of SOE executives as part of the restructuring of the state- 
owned industrial sector.“ 

It is impossible to overstate the impact of the change from “man- 
aging down two levels” to “managing down one level” in facilitating 
collusion between a local official and his immediate subordinates, 
over whom he now had direct power of appointment and promo- 
tion. This dramatic change in the nature of his relationship with his 
immediate subordinates gives a prefecture or county party chief the 
ability to increase the incentives for his subordinates to collude with 
him. Obviously, the emergence and spread of the buying and selling 
of offices by local officials since the 1990s, a phenomenon we study in 
the next chapter, can be traced to the 1984 reform. In addition, the 
problem of out-of-control yibashou officials is also likely the result of 
administrative decentralization without commensurate institutional 
constraints on the use of newly delegated authority. Based on press 
reports and academic research, the corruption of yibashou officials is 
the most salient characteristic of corruption in contemporary China, 


mainly because of their unchecked power" 
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The challenge posed by this far-reaching decentralization was how 
to monitor newly empowered local elites.“ Yet, despite devising nu- 
merous measures to evaluate and police local elites, the CCP has not 
been able to decentralize administrative authority without suffering 
the adverse consequences of the misalignment of interests.** The 
CCP should not be faulted for not trying hard enough to address the 
governance ills caused by the newly empowered but misbehaving 
local party chiefs. This agency problem is deeply embedded in the 
institutional structure of a Leninist party-state that prizes execution 
of the will of the top leadership above all other goals. In such a system, 
the party-state has no choice but to vest complete authority in local 
leaders with proven political loyalty. The cures that might moderate 
abuses of power by these officials, such as intraparty competition, 
checks and balances, transparency, and third-party monitoring and 
enforcement, are worse than the disease itself from the perspective 
of a Leninist regime because they can both make the trusted local 
party boss less effective and undercut his loyalty. 

One puzzle is why the reckless abuse of power, collusion, and 
looting by local elites, particularly party chiefs, did not emerge im- 
mediately after the 1984 reform. Instead, such phenomena began to 
spread only after Deng Xiaoping’s southern tour in 1992. The most 
obvious answer is that the decentralization of personnel power oc- 
curred nearly a decade before the decentralization of control of 
property rights. The empowerment of local elites met one favorable 
condition for looting state-owned property through collusion, but 
unfortunately for these elites in the mid- to late 1980s, the opportu- 
nities for looting were severely limited because they could not lay 
their hands on state-owned property. As a result, corruption in the 
late 1980s was largely confined to conventional forms of petty theft, 
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bribery, and exploitation of rents in government licensing, and the 
system of dual-track pricing.” A second likely explanation is that the 
overall political ethos of the mid- and late 1980s was fundamentally 
different from that of the post-Tiananmen era. At the top of the party 
were reformers committed to both economic and political liberaliza- 
tion. Chinese society in general, and the media in particular, enjoyed 
greater freedom. Pressures from both the top and below effectively 
constrained the predation of local elites. A third reason is that, like 
all other milestone institutional changes, the decentralization of 
cadre management announced in 1984 took years to implement and, 
if we factor in the Tiananmen shock, the new system probably did not 
start functioning fully until the early 1990s.°° 

The only institution that could constrain the abuse of power by local 
party chiefs was the CCP’s own commissions for discipline inspection 
(CDIs).*! However, as academic research shows, these are largely tooth- 
less agencies in checking the abuse of local elites, especially the party 
chiefs.” These committees’ investigative capacity has been severely 
limited by their small and nonprofessional staff. For example, in 1990 
Fujian had 4,717 full-time staff in its discipline inspection system, 
which consisted of one provincial-level committee, five prefecture- 
level committees, eighty county-level committees, and 978 township- 
level committees, averaging fewer than five staff per committee. In 
2014, according to a news report, a typical prefecture-level CDI had 
four offices, each staffed by three people (an average prefecture had 4 
million people and about 275,000 CCP members). The Central Com- 
mission for Discipline Inspection (CCDI) had only 360 investigative 
staff.” The most fatal flaw in the CCP’s discipline inspection system 
is its lack of autonomy and political stature inside the party itself. 

In the CCP hierarchy, a local CDI is jointly under the leadership 
of the CDI one level above and the party committee at the same level, 
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and the secretary of the CDI is outranked by the party secretary in a 
local party committee. His junior status effectively makes him sub- 
ordinate to the party chief whom he is supposed to monitor and po- 
lice. The committee also has limited power to investigate cases and 
determine outcomes. It has only “preliminary investigative au- 
thority.” It cannot launch a formal investigation or determine a final 
resolution of a case without the approval of the party committee at 
the same level (which means approval by the party chief). Worse still, 
it is not required to report its investigations to the CDI at a higher 
level, thus making cover-ups relatively easy. It should surprise no one 
that, of the widely reported cases of corruption by eighty-three off- 
cials at or above the prefecture level arrested between November 2012 
and October 2013, none was exposed or investigated by the CDI 
in his jurisdiction.** The institutional weakness of the CDIs is not 
unknown to the CCP top leadership. Xi Jinping remarked to a gath- 
ering of CCDI officials in January 2014, “It is an anathema for local 
committees of discipline inspection to monitor officials at the same 
level. Few of the corruption cases involving yibashou officials were 
reported by local CDIs on their own. In some localities, leaders of 
these committees would tell comrades blowing the whistle on offi- 
cials of the party committees at the same level: Stop, I hear nothing.” 

To be sure, after Xi Jinping began his crackdown on corruption, 
Wang Qishan, the head of the CCDI and Xi’s political ally, intro- 
duced several measures to strengthen the political independence 
of the local CDIs and to prevent cover-ups. Among other things, the 
head of the provincial CDIs are now people from a different prov- 
ince and unlikely to be tied to local patronage networks. To make 
it more difficult for lower-level CDIs to cover up misconduct by 
local officials, the CCP now requires that all investigations formally 
launched by a local CDI must be reported to the CDI one level 
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above.*° While it is too early to tell whether these measures will make 
the CDIs more effective, these changes are likely to produce limited 
results because they do not address critical issues, such as under- 
staffing and the subordination of the CDI chief to the party boss. 
Cover-ups will also continue since local CDIs may simply stop filing 
formal investigations so as not to leave behind a paper trail. 


In China during the reform era in general, and since the 1990s in par- 
ticular, an institutional environment highly conducive to collusion 
and looting began to emerge. Incremental and incomplete reforms 
of property rights starting in the 1990s made nominally state- 
owned property especially vulnerable to looting by colluding 
political and business elites. And the decentralization of cadre man- 
agement greatly empowered local party chiefs while reducing their 
accountability. 

In terms of changes in property rights, we can observe similari- 
ties in the reform of the property rights of the three types of state- 
owned assets studied in this chapter. Such reforms were marked by 
deliberate vagueness in definitions, language, procedures, and reg- 
ulatory provisions. They were incremental in the scope, speed, and 
degree of reform. One inevitable result of such incrementalism is 
that, while the ruling elites have gained progressively greater dis- 
cretion and control over the disposal of the state-owned assets, the 
rights to these assets have consistently remained ill-defined, con- 
tested, and vulnerable. Another logical outcome of this process is the 
persistence of insecurity of rights in the property transferred from 
the state to private hands and of uncertainty about government pol- 
icies that affect these rights. 
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Without effective monitoring and policing, either by higher au- 
thorities in the CCP or by third parties, newly empowered local elites 
have irresistible temptations and abundant opportunities to enrich 
themselves through the seizure of state-owned assets, legally or other- 
wise. They can transfer undervalued assets or even give them away 
for free to their family members or to private businessmen who have 
bribed them. Colluding elites who control the coercive apparatus of 
the state or who have links with organized criminal gangs can also 
misappropriate private property that was previously or residually 
owned by the state (housing, land, and mines). In retrospect, it is dif- 
ficult to imagine that China’s crony capitalism would have emerged, 
let alone thrived, in the absence of these two institutional conditions. 
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Public Offices for Sale: 
An Illicit Market for Political Power 


Corruption in personnel matters is a prominent problem; 
the practice of appointing officials in violation of the rules 
is widespread. Our system of cadre management is for show 
only. In some areas, the problems of bribing for votes, lob- 
bying for office, and maiguan maiguan are grave. 


—Xi Jinping, October 16, 2014 


THE BUYING AND SELLING of office, or maiguan maiguan, 
has become such a serious problem that, in the eyes of the CCP’s 
general secretary Xi Jinping, the party’s system of personnel man- 
agement is “for show only.” On the surface, this practice may have 
little to do with conventional crony capitalism since it involves only 
political elites and not private businessmen. The link between partial 
property rights and the rise of crony capitalism seems to be missing 
in this type of transaction. While this observation may be true, a 
study of the rise and entrenchment of crony capitalism in China 
would be incomplete without an understanding of the connection 
between corruption inside the Leninist party-state and collusion 
among the agents of the regime and private businessmen. We have 
seen how a private businessman who has paid off a party chief can 
count on him to deliver on his promise of assorted favors. Typically, the 
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delivery of such favors must involve the cooperation of the party 
chief’s subordinates in a process of vertical collusion. Obviously, the 
party chief can use his power to coerce his underlings to carry out 
his orders to assist the private businessman. But an even better solu- 
tion is for the party chief to entrust this chore to a subordinate who 
has bribed him for his position. As the evidence will show, such ver- 
tical collusion is a central feature of crony capitalism in contemporary 
China. 

Additionally, it can be argued that maiguan maiguan is a contrib- 
uting cause of crony capitalism since officials seeking promotions 
through bribery are more likely to engage in collusion with private 
businessmen. They need to accumulate sufficient funds to finance 
their purchases and they use the power granted by the offices they 
have bought to recoup their investments. As their meager salaries as 
local officials are inadequate sources of funding, they must rely on 
corrupt activities to generate the funds for their purchases and to 
recover their investments. Finally, exploring the illicit market for 
political power has another intellectual benefit—it can help us un- 
derstand the political ecosystem in which crony capitalism thrives. 
Generally speaking, corruption involving government officials and 
private businessmen is a reflection of the corruption inside the state. 
Crony capitalism is far more likely to prosper in a country where the 
state itself is deeply corrupt and a large number of its agents resort to 
bribery to advance their careers. 

As our brief review of changes in the CCP’s cadre management 
system in Chapter 2 shows, maiguan maiguan is most likely the 
product of the radical decentralization of personnel management 
that started with the 1984 reform, though the practice did not evolve 
into a mature and illicit market for power until the 1990s. Indeed, 
available evidence indicates that the practice did not exist in the 1980s 
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but it has become prevalent since the 1990s. A keyword search for 
maiguan maiguan in the China Knowledge Resource Integrated Data- 
base, the country’s largest electronic database for newspapers and 
magazines, yields no results prior to 1990. A study of 142 heads of 
municipalities prosecuted for corruption between 1983 and 2012 also 
confirms that there were no such cases prior to 1990.! A study that 
examines more than 2,800 corruption cases prosecuted between 2000 
and 2009 finds that 365, or 13 percent of all cases, involved so-called 
“organizational and personnel corruption,” another code phrase for 
maiguan maiguan.’ In all likelihood, the extent of maiguan maiguan 
in contemporary China is much greater than revealed because of un- 
derreporting. In official press reports describing the alleged corrupt 
acts committed by disgraced officials, we often come across refer- 
ences such as “gain benefits from helping others get jobs and official 
appointments,” coded phrases for maiguan maiguan even though 
these officials were not explicitly charged with this crime. 

Although collusion among elites through maiguan maiguan is a 
telling symptom of late-stage regime decay, it has received relatively 
little scholarly attention.’ In this section, we probe its underlying po- 
litical economy and the contexts in which the practice has thrived. 
We will rely on details gathered from fifty prosecuted cases in which 
the perpetrators were singled out for engaging in maiguan maiguan. 
These cases were chosen because they received extensive press cov- 
erage and they contain sufficient details to give us a deeper under- 
standing of collusion among political elites. 


Key Findings 


Even though the fifty cases (see the Appendix, Table A.1) in the 
sample were not randomly chosen, they provide useful clues for under- 
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standing how this form of collusion is carried out. Geographically, 
the fifty cases are drawn from twenty-two provinces, indicating the 
prevalence of this practice. Nine cases are from Anhui, a poor prov- 
ince with a high incidence of maiguan maiguan, at least according 
to press reports. Henan, a relatively poor agrarian province, and 
Guangdong, the booming manufacturing powerhouse, have five 
cases each. Hainan and Shandong have three cases each. As the 
sample includes both poor and prosperous regions, it appears that 
this practice exists in regions at all levels of economic development, 
although, without more data, it is impossible to determine its exact 
distribution. 

A unique feature of maiguan maiguan is the dominance of local 
party secretaries in the illicit market for office. Of the fifty cases, 
thirty-one of the perpetrators were party secretaries in counties and 
prefectures (there was also one township party secretary). Six were 
directors of the CCP’s organization department or deputy party sec- 
retaries in charge of personnel matters. They could influence the 
initial selection and screening of nominees for appointments and 
promotions. Nine were directors of administrative agencies (such 
as the commerce and land resources bureaus) or law enforcement 
agencies (bureaus of public security). These directors, who simulta- 
neously serve as party secretaries in these agencies, have almost total 
control over personnel matters. Party secretaries have a near mono- 
poly over personnel appointments and are thus well positioned to 
monetize such power through maiguan. The large number of local 
officials involved in maiguan maiguan is almost certainly the result 
of the decentralization of personnel appointments to the subnational 
level. There are more public offices at the local level than at the pro- 
vincial and national levels. The pool of potential buyers is thus larger 
at the county and subcounty levels. As a result, they account for most 
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Table 3.1. Key characteristics of the fifty sample cases of maiguan maiguan 


Total 
corruption Bribes from 
Number of Durationof Promotion income private 
positions corruption duringthe (million businesses 
sold (years) period (%) yuan) (%) Sentence? 
Mean 41 ZT 84 6.45 86 13 
Median 27 7 3.81 13 
Standard 45 3.4 10.44 3 


deviation 


a. Years; term sentences only. 


of the sample cases. Provincial- or ministerial-level officials also en- 
gage in this practice, however. A close reading of the alleged crimes 
committed by “fallen tigers”—officials with ranks of vice provincial 
governor or vice minister and above—shows that many of them have 
bought and sold offices. This practice is also widespread inside the 
Chinese military.° 

Another notable feature of maiguan maiguan is that nearly all 
sellers of office also engage in other types of corruption. Local party 
chiefs operate multiple, albeit illicit, lines of business. They accept 
bribes from those willing to pay for promotions, contracts, and pur- 
chase of undervalued state-owned assets. In our sample, 86 percent 
of the officials punished for maiguan also accepted commercial 
bribery (Table 3.1). This finding does not diminish the importance of 
selling offices. Although the monetary income from selling offices is 
relatively small, it nevertheless remains considerable, particularly for 
officials in poorer regions. This activity also generates significant in- 
tangible benefits, such as placing loyal lieutenants in key positions 
that can facilitate the perpetrator’s collusion with businessmen, as we 
will see in Chapter 5. 
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How the Market Values Power 


Data from our sample cases also help shed some light on how the 
market for power values it and rewards its holders with bribes. Al- 
though the figures in Table A.1 do not show the price of individual 
positions, we can detect a broad trend of rising amounts of corrup- 
tion income gained by perpetrators of maiguan. Of the fifty cases, the 
perpetrators in ten cases were caught before 2001 and those in thirty- 
six cases were caught between 2002 and 2013. Of the ten cases caught 
before 2001, the total corruption income for five perpetrators is less 
than 1 million yuan each. The average amount per perpetrator caught 
before 2001 is 2.45 million yuan (the median is 1.2 million yuan). 
The average is distorted by the outsized haul of 10.4 million yuan by 
one county party secretary (who received the only death sentence in 
our sample). If we remove this outlier from the sample, the average 
amount of total corruption income for each perpetrator in the pre- 
2001 period would be 1.8 million yuan (and the median amount 
would be 1 million yuan). By comparison, only five of the thirty-six 
perpetrators caught in the post-2001 period gained less than 1 mil- 
lion yuan in total corruption income. The average amount for each 
perpetrator in this period is 8 million yuan (the median is 5.3 mil- 
lion yuan). Again, the 70 million yuan in corruption income attrib- 
uted to one prefecture party chief, Luo Yinguo, distorts the average. 
Even if we remove this outlier, the average amount per perpetrator 
would still be an impressive 6.23 million yuan (and the median would 
be 5.1 million yuan), 3.5 times that of the average amount per perpe- 
trator in the pre-2001 period, and the median amount would be five 
times larger. 

Although we do not have sufficient evidence showing that the prices 
for offices have risen as sharply since the 1990s, there are reasonable 
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grounds to believe this is the case. Assuming the share of income 
from selling offices remained constant, the increase in total corrup- 
tion income would imply a corresponding rise in the price of offices. 
Additionally, the price of an office reflects its potential to generate 
bribery income. If a position is seen as lucrative, its price will be bid 
up. The increase in the price for an office can be seen in the cases of 
Zhang Guiyi and Xu Shexin, party secretaries of Wuhe County in 
Anhui. Xu was Zhang’s immediate successor as the county’s party 
secretary and outperformed Zhang in terms of the amount of corrup- 
tion income from selling office and the price charge for each position 
sold (Table 3.3). The median price per position was 10,000 yuan for 
Yang, but rose to 14,000 yuan for Xu. Besides confirming the impres- 
sion that the intensity of corruption, as measured by the amount 
stolen by officials, has increased in recent years, this observation can 
also be indicative of the appreciated value of official positions. 
Conventional wisdom would lead us to believe that more senior 
officials collect more corruption income. While this is true in our 
sample, the disparity of illicit income between higher- and lower- 
ranked officials is not very large and may be even less significant if 
adjusted for the longer duration of crime for more senior officials. 
The data in Table 3.2 reconfirm that higher officials generate more 
corruption income than lower officials. Of the fifty officials in this 
sample, one was a township official, twenty-seven perpetrators were 
county-level officials, seventeen were prefecture-level officials, and 
five were provincial-level officials.’ The average amount of corruption 
income for a county-level official is 3.9 million yuan, compared with 
10.4 million yuan for a prefecture-level official and 9.1 million yuan 
for a provincial-level official. The median amount of corruption in- 
come for county-level officials is 2.4 million yuan, and that for 
prefecture-level and provincial-level officials is, respectively, 5.0 
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and 8.2 million yuan. While the very large amount of corruption in- 
come of provincial-level officials is no surprise, more noteworthy 
is the relatively small gap between the median amounts of total cor- 
ruption income among officials at the three levels. The median cor- 
ruption haul of provincial-level officials is only 64 percent higher 
than that of prefecture-level officials and less than four times greater 
than that of county-level officials. The median corruption income of 
prefecture-level officials is only twice that of county-level officials de- 
spite the vast disparity in their political power. If we factor in the 
longer median duration of crime for prefecture- and provincial-level 
officials (nine and ten years, respectively), the amount of corruption 
income gained bya county-level official, adjusted for the much shorter 
median duration of his crime (five years), is not only impressive on 
its own but also indicative of the decentralized nature of predation 
in contemporary China. 

A county party secretary can generate considerable corruption in- 
come despite his modest status in the CCP hierarchy, mainly because 
he is on the front line of the party-state and has abundant opportu- 
nities to extract bribes from his subordinates and private busi- 
nessmen.® A sufficiently greedy and reckless county party boss, if 
given the opportunity, can loot greater wealth than his superiors— 
five of the top ten corruption income earners in Table A.1 were 
county party chiefs. Additionally, the large standard deviations in 
corruption income for both prefecture and county officials (17 and 4.6 
million yuan, respectively) imply that bribe-extracting capacities 
among local officials vary enormously. They are most likely deter- 
mined by the value of local state-owned assets or the government 
contracts that these officials could help private businessmen obtain. 

What is more relevant to us here, however, is the income gained 
from maiguan maiguan by county, prefecture, and provincial ofh- 
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cials. The data in Table 3.2 show that, on average, a county party 
chief sells fifty-four positions, more than twice the average for a pre- 
fecture party boss (twenty-three), who sells almost the same number 
of positions as a provincial-level official (twenty-five). The variations 
in the median number of offices sold by officials at the three levels 
are similar. The median number of offices sold is thirty-three for a 
county-level official, thirteen for a prefecture-level official, and thir- 
teen for a provincial-level official.’ Judging by the standard deviation 
in the number of offices sold at the three levels, we can see that this 
practice has greater variation at the county level than at the prefecture 
or provincial levels. A county-level party chief controls appointment 
power over a larger number of less pricey positions and has greater 
capacity to honor his commitments. By comparison, more senior offi- 
cials, who control fewer but more expensive offices, are more selective 
in accepting bribes from buyers because the personnel appointments 
they make are subject to greater scrutiny and competition. 

However, more senior officials, such as prefecture party chiefs, can 
reap more income from selling offices even though they sell fewer of 
them than their subordinates. This finding is not surprising because 
a prefecture party boss controls appointments of county party chiefs 
and magistrates. These positions, classified as chu-level appoint- 
ments, are more prestigious, powerful, and desirable than the ke- 
level subcounty positions a county party chief can sell.” They also 
offer higher future returns, thus commanding a premium. In addi- 
tion, potential buyers of these positions, invariably county-level 
officials, likely have already accumulated considerable corruption 
income or can finance their more costly bribes with help from 
businessmen. 

In fourteen of our fifty cases, we have detailed information on the 
bribes for each purchased position. Seven of these cases involved 
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county party secretaries and the other seven prefecture party chiefs 
(and provincial-level officials who sold these offices when they were 
prefecture party secretaries). A simple analysis of their income re- 
veals several important features of maiguan maiguan. As assumed, 
county-level party chiefs sell offices for much less than prefecture 
party bosses. The median price for a position sold by the seven 
county party bosses included here ranges from 10,000 to 30,000 
yuan, compared with 19,000-340,000 yuan for the seven prefecture- 
level party bosses." If we aggregate these fourteen cases, the median 
price for a position sold by a county party chief is 20,000 yuan, only 
20 percent of the median price (100,000 yuan) for a position sold by 
a prefecture party chief (Table 3.3).12 

The data in Table 3.3 also indicate that the market for bribed ap- 
pointments and promotions is probably more developed in counties 
than in prefectures, as illustrated by a higher degree of price unifor- 
mity (reflected statistically in a much smaller standard deviation 
in prices of offices sold) in seven counties than in seven prefec- 
tures. The median price per office in the 181 county transactions was 
20,000 yuan, with a standard deviation of 18,946 yuan. By compar- 
ison, the median price of the eighty-two transactions in the seven 
prefectures in the sample was 100,000 yuan, with a standard devia- 
tion of 219,643 yuan—more than twice the median price. In the 
seven county-level cases, the highest median price per office (30,000 
yuan) was three times that of the lowest (10,000 yuan). In the seven 
prefecture-level cases, this ratio was 17 to 1 (340,000 yuan to 19,000 
yuan). 

One plausible explanation is that potential buyers can easily 
acquire better pricing information through discreet inquiries in a 
county, a smaller geographical jurisdiction, than in a prefecture, 
which typically has six to ten counties. Another possible reason is 
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that those seeking subcounty-level positions may not be able to offer 
bigger bribes because they have not accumulated enough corruption 
income to fund their bids, while those seeking promotions to county- 
level positions likely have already amassed enough corruption in- 
come to finance their bribes, thus increasing the prices (and the 
range) of their desired positions. The most important factor deter- 
mining the disparity of prices for offices between counties and 
prefectures is the value of the offices being sought. On balance, sub- 
county offices have less power to extract bribes than subprefecture 
offices. This is true even when the seller is the same individual. Wang 
Guohua, for instance, sold offices as both a county party chief and a 
prefecture director of organization. While the median price per of- 
fice was the same, the average price for the positions he sold as the 
prefecture director of organization was 8,000 yuan more than that of 
the positions he sold as a county party chief (Table 3.3). In all likeli- 
hood, the price of offices he sold while serving as the prefecture di- 
rector of organization was discounted because, as the director of 
organization, Wang had influence but not the final say in personnel 
decisions. In other words, had Wang been the prefecture party boss, 
the price per position would have been much higher. Finally, the wide 
pricing variations paid by buyers seeking appointments from 
prefecture-level officials may reflect the equally wide variations in the 
value of the offices in a prefecture, where jurisdictions and agencies 
can differ significantly in their desirability for office-seekers. 


Low Detection Risks and Long Durations of Corruption 


Corrupt officials in China who engage in collusion with their col- 
leagues face low detection risks (Table 3.1). Of the forty-nine officials 


whose duration of corruption is known, their corrupt activities lasted 
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an average of 7.7 years before they were arrested (the median dura- 
tion is seven years). More senior officials have longer durations than 
junior ones. Of the twenty-seven county-level officials, the average 
duration is 6.5 years (the median is five years). Of the seventeen pre- 
fecture party chiefs, the average duration is 8.3 years (the median is 
nine years). The average duration is 10.6 years for the five provincial- 
level officials in the sample (the median is ten years) (Table 3.2). The 
longer duration of prefecture and provincial officials may be the re- 
sult of the greater protection they enjoy from their patrons (whom 
they likely have bribed to secure their own promotions).!4 

The obvious benefit of avoiding detection is, besides raising cor- 
ruption income, the opportunity to move up the hierarchy in the 
party-state. Table 3.1 shows that 84 percent of the officials were pro- 
moted while engaging in corruption, suggesting that the CCP has a 
low capability of detecting corruption among local officials, and the 
majority of corrupt officials can expect promotions. 

Of course, those caught selling offices face, at least in nominal 
terms, severe punishment. However, as academic research and data 
from the CCDI show, corrupt officials are actually punished more 
lightly than ordinary citizens who break the law because many, if not 
most, are not prosecuted.’ The average length of a jail sentence in the 
sample is thirteen years. The data in Table A.1 also show that, in gen- 
eral, the severity of punishment is highly correlated with the amount 
of corruption income, which is, in turn, connected with the rank of 
the offender. As a result, officials with ranks at or above the prefec- 
ture level are more likely to get life or a suspended death penalty 
(nearly half of the prefecture-level officials and all the provincial-level 
officials in the sample received such sentences).'° However, it would be 
wrong to conclude that the party punishes its wayward senior officials 
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more severely. Yongshun Cai’s study of the punishment of 1,122 ofh- 
cials disciplined by the party shows that lower-level officials are ac- 
tually punished more severely than higher-level officials.” 

Of the fifty cases, three in four of the officials with corruption 
income above the median amount (3.81 million yuan) drew life or 
suspended death sentences. Another notable finding is the rare 
application of the dreaded death penalty. Only one official in our 
sample—a lowly county party boss—was actually executed. Those 
who receive a suspended death sentence usually have it reduced to a 
life term (which is often further reduced later).!* This is likely the re- 
sult of the party’s tactic of threatening officials suspected of serious 
corruption with severe punishment unless they cooperate by both con- 
fessing their crimes and implicating their coconspirators. According to 
one news report, while this policy helps investigators, it also allows 
many convicted corrupt officials (as many as 70 percent) to obtain re- 
duced sentences. A separate investigation by the Guangxi provincial 
procuratorate reveals that, between 2001 and 2005, 57 percent of the 
individuals convicted of using their public offices to commit crimes re- 


ceived suspended sentences or no penalty at all. 


The Political Economy of Maiguan Maiguan 


In cases of maiguan maiguan, agents of the state effectively appro- 
priate the power of the state. In elite recruitment, bribes, instead of 
merit, determine who is chosen. We further speculate that the key 
economic incentive behind the chief perpetrator is maximization of 
his corruption income. Given the practical constraints on his time 
and his ability to fully realize the profitability of the power he pos- 
sesses during a relatively short timeframe (typically a party secretary 
of a county or a prefect serves three years before a lateral transfer or a 
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promotion), a rational strategy for maximizing corruption income is 
to discount the prices of various offices sought by subordinates. In 
this section, we use the data from our sample to probe the market 
dynamics of maiguan maiguan. 


Motives for Sellers 


In the subnational CCP hierarchy, party secretaries enjoy an effective 
monopoly over personnel decisions. The only official who may have 
some procedural influence over these decisions is the director of 
the organization department. But, by and large, the party secretary 
controls two critical stages of the appointment process. He nominates 
the candidate and gives final approval to personnel decisions made by 
the standing committee of the party committee. These are only his 
formal powers. In reality, his influence vastly exceeds his formal au- 
thority. His colleagues on the standing committee seldom dare to op- 
pose his nominations out of fear that this will antagonize the party 
chief and risk his veto of their own favored candidates. 

Li Tiecheng, a county party chief in Jilin who received bribes from 
162 individuals seeking favors between 1991 and 2000, revealed how 
he manipulated the process to ensure that those who had bribed him 
received their desired positions without violating the formal proce- 
dures. Each time a personnel decision was to be made, according to 
Li, the organization department would first evaluate the potential 
candidates and then give a short list of candidates to the deputy party 
secretary in charge of personnel matters. After the deputy party chief 
reviewed and approved this list, he would present it to Li for approval. 
Only with Li’s approval could this list be forwarded to the standing 
committee for discussion and approval. Evidently, this procedure gave 
Li ex ante veto power. Li confessed that if the list did not contain the 
names of those who had bribed him, he would reject the list and ask 
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the organization department to produce a new one. Therefore, without 
obtaining Li’s support, no official had a chance of being appointed or 
promoted.” Local party chiefs also have the power to directly “nom- 
inate” candidates to the organization department for consideration 
once a vacancy occurs, a crucial step in delivering the desired posi- 
tion to the purchaser of the position. According to Zhou Yinxiao, a 
prefecture party chief in the sample, after a vacancy became avail- 
able, the party chief or the executive deputy party secretary had the 
right to nominate a potential candidate. Zhou himself used this pro- 
cedure to nominate those who had bribed him.” 

However, despite his near-monopolistic control over personnel de- 
cisions, the party secretary faces practical constraints on monetizing 
his power to the maximum extent. One of the insights gained from 
our sample is that for party secretaries, their most lucrative customers 
are private entrepreneurs, not subordinates with limited ability to 
pay. Officials who have not already accumulated sufficient corruption 
income or who do not have the capacity to embezzle large amounts 
of public funds cannot finance their purchases. By contrast, profit- 
ability from collusion with private entrepreneurs, who can afford 
much more risk capital, greatly exceeds that from selling offices to 
subordinates. In the fifty cases, forty-three of the sellers of offices si- 
multaneously engaged in collusion with private businessmen and de- 
rived the bulk of their corruption income from bribes and kickbacks 
from private businessmen. 

One such official was Ma De, the party chief of Suihua City in Hei- 
longjiang and a notorious perpetrator of maiguan maiguan (press 
reports claimed that Ma sold official appointments and promotions 
to more than 260 individuals by the time he was caught in 2002).”” 
When he was tried, Ma was accused of accepting bribes from seven- 
teen individuals (including twelve officials) and pocketing 6 million 


94 


Public Offices for Sale 


yuan. One-third of this amount—2 million yuan—was a bribe paid 
by a private businessman whom Ma helped to obtain the contract to 
build Suihua’s television broadcasting complex. According to his sen- 
tencing document, Ma received 2.73 million yuan from twelve offi- 
cials. This means that more than half of Ma’s total corruption income 
came from commercial bribes.” The case of Chen Zhaofeng, a county 
party chief in Anhui who was convicted in 2006 of crimes including 
the selling of official appointments and promotions to 110 individ- 
uals, also shows that this line of business does not generate as much 
corruption income as does the taking of bribes from private busi- 
nessmen. Altogether his bribes from 110 subordinates amounted to 
1.5 million yuan, less than 20 percent of his total corruption income 
of 8.3 million yuan.” Zhang Zhi’an, a party chief in a poverty- 
stricken county in Anhui, sold offices to fourteen subordinates and 
accepted commercial bribes during 1994-2007. Of his total corrup- 
tion income of 3.6 million yuan, 2.94 million came from seven busi- 
nessmen, one of whom gave him 1.1 million yuan.” 

It is no surprise that the overwhelming majority of party secre- 
taries whose main crime was pocketing large sums of money for 
selling offices actually gained the lion’s share of their corruption in- 
come from colluding with private businessmen. Compared with gov- 
ernment officials, private businessmen have both the money to fund 
their bribes and the ability to reap huge returns from government 
contracts and to obtain deeply discounted (or free) state-owned as- 
sets. However, when a party secretary engages in maiguan maiguan, 
monetary income is not his sole consideration. In fact, this activity is 
complementary to his principal business of taking bribes from pri- 
vate entrepreneurs. The most obvious additional benefit of selling of- 
fices to subordinates for a party secretary is that he has a network of 
willing accomplices strategically placed in key bureaucracies who 
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will do his bidding, thus greatly facilitating his collusion with private 
businessmen. For example, among the twenty-three subordinates 
who bribed Li Guowei, director of the Fuzhou Transportation Bureau 
in Jiangxi, during 1999-2004, four used their positions to assist Li in 
awarding contracts to private businessmen who had bribed him.2° In 
the next two chapters, we will see further evidence of this dynamic 


of vertical collusion at work. 


Motives for Buyers 


Subordinate officials are motivated by a desire for pecuniary gain, the 
competitive pressures inside the party-state to get ahead, and fears 
of job insecurity. The potential returns from being appointed to a 
more senior government position, particularly one with real execu- 
tive authority over commercial transactions sought by private busi- 
nessmen, have risen dramatically since the 1990s. Part of this rise can 
be attributed to the general increase in wealth due to the economic 
growth. But the bulk of the increase in potential returns is derived 
from the state’s control of valuable assets and the awarding of infra- 
structure contracts. The real market value of these assets (land, min- 
eral resources, and SOE property) is likely many times their nominal 
value. This disparity encourages private businessmen to try by any 
means possible to purchase these assets at the nominal price and then 
to reap windfall profits. The same logic applies to getting government 
contracts. These incentives drive private businessmen to offer attrac- 
tive bribes to government officials who have influence over the dis- 
posal of these assets or over approval of government contracts. This 
means that the market price for official positions will rise accordingly. 
While the dominant motive of buyers is economic, another likely 


driver is competition for status inside a hierarchy in which status 
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comes with nonpecuniary benefits, such as respect and authority. In 
organizations where status can be obtained through bribery, the losers 
are those who do not bribe. They will not only be denied positions that 
carry more executive responsibility or have more potential for corrup- 
tion income; they will also likely get stuck in subordinate positions 
supervised by those who have bribed their way up. Status-conscious 
officials are thus motivated to purchase official appointments and 
promotions simply to avoid an undesirable outcome. 

The third reason is job insecurity. The practice of maiguan mai- 
guan increases job insecurity for all officials because those in lu- 
crative or high-status positions now must face bidding for these 
positions from their colleagues. If they do not pay off the party sec- 
retary, they risk being reassigned or demoted when someone else is 
willing to pay an attractive sum to the party secretary. When he was 
the party chief of Ningde City in Fujian during 2002-2005, Chen 
Shaoyong reappointed the director of the city’s bureau of land re- 
sources, a lucrative position, in return for a bribe of 100,000 yuan.” 
Yu Fanglin, a prefecture party chief in Guangxi, received 105,000 
yuan from the head of Qinzhou City’s construction bureau in six 
installments during 1997-1998 in return of keeping the briber in his 
position. Paying bribes to increase one’s job security is a necessity 
because a potential competitor may offer a bribe to the party secre- 
tary to have him removed. One of Yus bribers, a director of the city’s 
finance bureau, gave Yu 20,000 yuan in 1997, with a simple demand: 
to fire one of his deputies with whom he did not get along. And Yu 
happily obliged.** One of the local officials who bribed Ma De, the 
party chief of Suihua, testified at Ma’s trial that in 2000 he gave Ma 
350,000 yuan after he feared that Ma would end his political career 
and he assumed that the bribe had saved his job.” 
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Risk Management 


To be sure, pocketing bribes in exchange for official appointments 
and promotions is a risky activity because the agents, in this case 
the local party secretaries, are effectively stealing from the principal, 
the CCP, which nominally owns the right to make such appoint- 
ments and promotions and prefers to exercise the right itself to re- 
tain the loyalty of its appointees. However, the risks of detection can 
be managed. The chief perpetrator of this illicit trade—the local party 
chief—typically takes care to follow the formal procedures and 
leaves no solid evidence that he violated the party’s organizational 
rules. According to a senior prosecutor of the Supreme People’s Proc- 
uratorate, convicting sellers of government offices routinely runs into 
the difficulty of connecting bribes with appointments or promotions 
because personnel decisions are always made collectively (typically by 
the standing committee of the party organization department) and 
hard evidence of influence by a party chief is difficult to uncover.’ 
The influence of the party chief can be applied subtly and legiti- 
mately at the most critical stages of the formal procedure of personnel 
appointment in the party. When an opening occurs, numerous offi- 
cials, including the party chief, can recommend candidates. The 
organization department then conducts a routine vetting process, 
after which the deputy party chief in charge of personnel matters and 
two or three officials from the organization department meet to de- 
termine a finalist, whose file is then forwarded to the party chief for 
approval. If the party chief approves the finalist, the party chief con- 
venes a “party secretary administrative meeting” to formally endorse 
the finalist. Then the standing committee of the party organization 
department meets officially to appoint the finalist. As we can see, the 
party chief controls both the nomination and the approval of the 
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candidates. When a party secretary nominates a candidate, officials 
in the organization department obviously get the message and have 
little choice but to comply with the wishes of the party boss. Once 
this hurdle is over, all the procedures that follow are purely pro forma. 
Zhou Yinxiao, who served as party chief of Fushun City in Liaoning 
during 2000-2004, adroitly manipulated this process to appoint sub- 
ordinates who had bribed him. He approached the executive deputy 
director of the organization department and nominated his favored 
candidates, who later sailed through the formal appointment process— 
in full compliance with the party’s personnel procedures.*! 

In addition, those who have bribed for posts obviously have a strong 
interest in keeping their transactions secret. The party secretaries who 
accept or demand bribes in exchange for these appointments and pro- 
motions will also take care to manipulate the procedures of personnel 
appointment and promotion so that the entire process appears to be 
compliant with the party’s rules. Of course, losers in this market (sub- 
ordinates who fail to be appointed or promoted due to their inability 
or reluctance to pay bribes) might choose to denounce such illicit 
activities to the party’s disciplinary committees. While such de- 
nunciations may occasionally lead to investigations, most of the 
time they do not. The reasons are easy to understand. Since maiguan 
maiguan pervades the entire system, it is highly likely that the perpe- 
trators have already bribed their superiors for their own appoint- 
ments and promotions. When their superiors, now occupying 
higher positions in the CCP hierarchy, learn of such denuncia- 
tions, they have a self-interest in quashing an investigation because 
they know that it could uncover their own misdeeds. Because dis- 
cipline inspection committees must gain the approval of the party 
secretaries at the same level to launch an investigation of alleged 
wrongdoings by officials at a lower-level jurisdiction, the patrons of 
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the alleged offenders are well positioned to protect their clients—and 
themselves. 

Another factor that favors the perpetrators is the sheer volume of 
such reports and the relatively small staff of the party’s in-house an- 
ticorruption agency, the CDIs. Hunan’s CDIs at all levels, for ex- 
ample, received 387,800 letters and visits during 1996-2001, but were 
only able to verify 76,571 leads and investigate 58,345 cases, roughly 
15 percent of the total. In Zhejiang, the party’s discipline inspection 
committees at all levels received 50,828 tips through letters and visits 
in 2013, but only 8,915 cases (17.5 percent) were investigated.’ They 
are usually too overwhelmed by denunciations, nearly all of them 
anonymous, to pursue the tips brought to their attention. According 
to an interview given in November 2011 by the head of the Guang- 
dong CDI (who himself was arrested in 2014 for corruption), less 
than 5 percent of all tips were from individuals who provided their 
identities.” In the cutthroat political environment inside the CCP 
hierarchy, separating noise from signals is an almost impossible task. 

An even more striking indication of why the risks of detection for 
engaging in maiguan maiguan are unusually low is that most of the 
officials engaging in these activities, at least in our sample, were 
uncovered accidentally. They were discovered to have sold official 
appointments and promotions while being investigated for other 
corrupt activities. One such example is Li Tiecheng, who had sold 
more than one hundred official positions without detection but was 
caught in 2000 after the authorities arrested a private businessman for 
fraud. The private businessman confessed that he had bribed Li for 
favors, thus triggering an official investigation that quickly uncovered 
Li’s trade in maiguan maiguan.** Another case in point is Ma De, 
the party boss of Suihua City and a notorious seller of offices. Ma’s 
crime of maiguan maiguan was accidentally uncovered when a pri- 
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vate businessman was investigated for bribing a bank official in 2001. 
The authorities discovered that the private businessman had also 
bribed Ma to help him obtain a loan.” A third example is Chen Zha- 
ofeng, a county party boss in Anhui who sold offices to 110 subordi- 
nates. He was accidentally uncovered in 2002 when the provincial 
discipline inspection committee acted on a tip that Chen had violated 
reimbursement rules and had received extra payment—a minor in- 
fraction—and confronted Chen to ask him to explain his actions "7 
The case of Zhang Zhi’an is our final example. Zhang, who suc- 
ceeded Zhang Huaqi, a county party secretary in Anhui who was 
imprisoned in 2004 for receiving bribes from ninety officials in re- 
turn for appointments and promotions, engaged in the same trade. 
But his crime of maiguan was not exposed until he was discovered to 
be involved in one of the most infamous cover-ups in contemporary 
China. Zhang’s county government built a huge office complex that 
resembled the U.S. Capitol in 2007. One local resident went to the 
higher-level authorities to report that Zhang’s pet project had used 
up too much farmland. This resident was detained by Zhang’s police 
department and mysteriously died in custody, an incident investi- 
gated by the Chinese Youth Daily, a leading national newspaper. The 
public outrage caused by the story, in turn, precipitated a formal in- 
vestigation that led to the discovery of Zhang’s other misdeeds.*” 
The acts of selling or buying offices can also be exposed as a re- 
sult of confessions by officials detained for corruption unrelated to 
personnel matters. In order to gain leniency, such officials routinely 
confess selling or buying offices, thus revealing their partners in this 
collusive enterprise. This is how Han Guizhi, head of Heilongjiang’s 
CCP organization department, was brought down in 2004. Ma De, 
who paid 800,000 yuan to Han to secure a promotion to become 
the party chief of Suihua City, confessed after he was detained in 
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2002. This, in turn, led to Han’s arrest and the discovery that Han 
had also taken bribes from a large number of officials (including 
the president of the provincial high court and the provincial chief 
prosecutor).°8 


Market-Making and Pricing 


In theory, the market for offices is relatively illiquid because the Chi- 
nese state and the CCP have regulations to limit abuse by local ofh- 
cials in personnel matters. For example, the party’s rules on the 
length of tenure specify fixed terms of appointment, thus limiting the 
volume of trade. However, the liquidity of the market for these posi- 
tions can be improved by party chiefs, who enjoy considerable dis- 
cretion in personnel appointments inside the party, particularly at 
the county level and below. The market for prefecture-level officials 
and above has lower liquidity not merely because of the much smaller 
number of positions available but also because appointments to these 
positions are subject to tighter control. Prefecture-level officials are 
appointed by provincial party committees while provincial-level 
appointments and promotions are controlled by the Central Com- 
mittee (technically through its Organization Department). In fact, 
inside the CCP hierarchy, a county party secretary is granted the 
most discretionary power in personnel matters despite his relatively 
junior status. The key to increasing liquidity in the market for official 
appointments and promotions is to artificially raise “turnover,” equiv- 
alent to the trading volume in the stock market. A county party secre- 
tary typically creates a market for office by announcing large-scale 
personnel reshuffling, often several times during his tenure, under the 
pretense of picking the most qualified officials through a competitive 
process. Such reshuffling increases liquidity in the market for office. 
Among the cases examined in this study, county party secretaries 
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who sold the largest number of appointments and promotions re- 
sorted to such artificial market-making. One party secretary partic- 
ularly successful in such market-making was Li Tiecheng, who sold 
more than one hundred appointments and promotions. During his six- 
year tenure as the party chief of a poor county in Jilin (1994-2000), 
Li made 840 personnel changes.*? Zhang Huagqi, who was accused of 
selling ninety appointments and promotions, was another successful 
market-maker. As soon as he became the party chief of a poor county 
in Anhui in 1997, he convened the CCP standing committee of the 
county five times within a five-month period to reshuffle the county’s 
officials. As a result, more than one hundred officials in the county’s 
thirty-one townships and various agencies were removed, thus cre- 
ating desirable vacancies and demands from those seeking these 
positions.*° 

Even after the creation of this illicit market for offices, pricing is not 
always easy. Despite assertions in the Chinese press that party secre- 
taries (sellers) set explicit prices (amounts of bribes) for certain posi- 
tions, there is little hard evidence to support such allegations. One 
simple reason is obviously the risks of detection if a party secretary 
tries to maximize the income from selling a particularly desirable po- 
sition by setting an explicit price and even advertising it through 
word of mouth. The size of the market is also limited because poten- 
tial customers, however numerous, still constitute a relatively small 
minority of the local CCP members. 

Yet, as we can see from our earlier analysis of the income gained 
by seven county party chiefs, the market for official appointments 
and promotions actually functions with unexpected efficiency. The 
standard deviation in prices paid for subcounty positions in seven 
cases was slightly less than the median price of 20,000 yuan, sug- 
gesting that the buyers did not overpay excessively and the sellers did 
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not accept bribes that were too low. In all likelihood, the relative ef- 
ficiency of the market for offices in a typical Chinese county is achieved 
through several channels. One possible advantage for purchasers in 
a county is that the small geographical size of the market allows the 
participants to acquire information about the approximate amount 
of money a party boss would deem as acceptable and about the value 
of the positions being sought. In a larger jurisdiction, such as a pre- 
fecture, obtaining such information is more difficult since the pur- 
chasers live in different counties. The relative inefficiency of the market 
for appointments and promotions in a prefecture is reflected in the 
greater differences in the median prices across the seven jurisdictions 
included in the sample (the standard deviation is twice the median 
price in all seven cases). 

The relative efficiency of the market for offices in counties can also 
be due to the lower transaction costs in this market compared to those 
in the markets in prefectures and provinces. A county party chief is far 
more accessible than a prefecture party chief. In addition, due to the 
CCP’s policy of “avoidance,” an imperial legacy, the party appoints party 
chiefs to jurisdictions outside their hometowns. As a result, a prefecture 
party chief is more likely from another prefecture, while a county party 
boss is more likely from a different county. However, since a county 
party chief is from a different county in the same prefecture, access can 
be more easily arranged through friends, colleagues, and contacts that 
form the party chief’s network. By contrast, a prefecture party boss from 
a different prefecture will be much more difficult to approach because 
his network is based in a different prefecture, a considerably bigger ju- 
risdiction and, geographically, farther away. The same logic makes ac- 
cess to provincial- and national-level leaders even more difficult. 

Another factor that helps improve the efficiency of this market is 
the culture of gift-giving. If we assume that the purchaser does not 
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know the price he should pay for a particular position, he can take 
advantage of the gift-giving culture to discover the market-clearing 
price without overpaying. For instance, 83 percent of the 1.36 mil- 
lion yuan in bribes taken in by Xu Bo, the party chief of Yingshang 
County in Anhui convicted of selling offices and accepting commer- 
cial bribes in 2005, was given to him during holidays.“ In our sample 
cases, the Chinese Spring Festival appears to be a favorite occasion 
for potential buyers to approach the seller and make partial pay- 
ments. Other favored occasions are the Moon Festival and during 
hospital stays of the party chiefs.4* According to Chinese custom, 
these occasions provide the perfect cover for such transactions since 
gift-giving allows an official seeking a desired position to offer a rela- 
tively small gift to the party chief. On these occasions, such gifts are 
not deemed inappropriate. The objective of offering such gifts is 
several-fold. Due to China’s gift culture (in which the rejection of 
gifts is viewed as hurting the gift-giver’s face), bribers reduce the risks 
that the party chief will reject, on the spot, their down payments, 
which are decent but not excessive amounts of money. This strategy 
also allows them greater flexibility and minimizes the risks of over- 
payment. If the party secretary agrees to the deal, usually through 
coded language, and delivers the promised appointments or promo- 
tions, the buyer typically follows up with another gift to express his 
gratitude. Implicitly, this payment is the final installment. If the party 
secretary does not deliver the promised appointment or promotion, 
the buyer will continue making partial payments, disguised as hol- 
iday gifts, as additional inducements. This exercise is repeated until 
the deal is closed. 

There is evidence supporting this analysis in the cases included in 
our study: The number of times bribes are paid to a party secretary 
usually exceeds the number of individuals involved in these cases. 
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For example, Zhang Gaiping, a county party secretary in Shaanxi 
and the only female official included in our study, took bribes from 
twenty-eight subordinates in return for appointments and promo- 
tions during 2001-2005. Thirteen of them paid their bribes in two 
installments, two paid in three installments, and thirteen paid in one 
installment. Wu Miao, director of the CCP organization depart- 
ment in a Hainan County, took bribes from nine subordinates 
during 2004-2009. Three of them made multiple payments; six made 
only one payment each.** Those who bribed Chen Shaoyong, a pre- 
fecture party chief in Fujian (2002-2005), also used installment 
payments to build their ties and, not coincidentally, avoid overpay- 
ment. According to the charges filed by the prosecution, nine of the 
fifteen subordinates who bribed him for office paid him multiple 
times (the average was five times). There are two possible explanations 
for paying a party chief of Chen’s status multiple bribes to secure a 
desired appointment. The first is that it takes more time and effort 
to gain access to a more senior official, thus requiring more gifts. The 
other explanation is the lengthy process of price-discovery in the 
market for an office at the prefecture level. This necessitates mul- 
tiple payments until the market-clearing price is reached. 

A more intriguing question is whether the prices paid for appoint- 
ments and promotions actually reflect the value of these positions in 
terms of generating potential income. We do not have sufficient data 
to give a definitive answer. But based on the sample cases here, it 
seems that they do. Li Gang, a county party boss in Heilongjiang 
caught in 2002, gave positions with a greater potential for generating 
corruption income to those who had paid more. The highest amount 
received by Li was 110,000 yuan (more than five times the median 
price for a position in a county). Li appointed the buyer the head of 
the county’s finance bureau, a much sought-after position because it 
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allocates government funds. The person who paid the third-largest 
amount—80,000 yuan—was made the general manager of a county- 
owned chemical factory, a position that would allow him to receive 
bribes and kickbacks from those seeking business with the SOE. By 
comparison, the vice chairwoman of the county’s women’s associa- 
tion paid Li only 10,000 yuan for her position 79 

The amount of bribes collected by Zhang Gaiping also reflected 
the relationship between the price of a position being traded and 
its potential for generating corruption income. One deputy secre- 
tary of the district’s discipline inspection committee paid an out- 
sized 380,000-yuan bribe to get a position as the district’s education 
bureau chief in 2004. Such a position can generate huge returns 
because education bureau chiefs have enormous power in deciding 
contracts for supplies, textbooks, construction, maintenance, and 
in appointing school principals. The two individuals who each paid 
50,000 yuan, the second-largest amount in Zhang’s case, were ap- 
pointed, respectively, assistant county magistrate and deputy director 
of an office in charge of forced relocations for the construction of a 
superhighway. The first position would give the briber a significant 
advantage in terms of becoming a deputy county magistrate, a crucial 
step toward future promotions. The second position also had rich po- 
tential for extracting bribes from contractors requiring government 
assistance to evict farmers and residents. The person who paid the 
third-largest amount—48,000 yuan—was made the district’s finance 
bureau chief. In contrast, those who paid Zhang less received posi- 
tions unlikely to generate large returns. The person who paid her 
only 5,000 yuan, one-quarter of the median price, was appointed 
head of the district’s quarantine station. Another individual who 
paid her 10,000 yuan was given the position of director of a neigh- 
borhood office.” 
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Whatever the prices paid by those seeking positions in local gov- 
ernments, their potential returns are usually high. This is particularly 
true of a purchaser who is able to secure a position with high poten- 
tial for corruption income. In the case of Li Gang, he paid 500,000 
yuan for his two positions, first as the county magistrate in 1998 and 
then as the county party secretary in 2000. From these initial invest- 
ments, Li generated 2.2 million yuan in total corruption income, 
more than four times his bribes 19 In Maoming, a Guangdong city 
where maiguan maiguan was endemic under Luo Yinguo and his 
predecessor, Zhou Zhenhong, during 2002-2011, a local official, Zhu 
Yuying, paid Zhou a total of 340,000 yuan for two promotions 
between 2003 and 2008. The total corruption income Zhu received 
while in his two purchased positions was over 13 million yuan, repre- 
senting a thirty-eight-fold return on his investment.” In 2007 Yang 
Qiang, a local police chief, paid 300,000 Hong Kong dollars to Ni 
Junxiong, the Maoming police chief, for a promotion. When he was 
caught in 2011, Yang’s total corruption income had reached 13.3 mil- 
lion yuan, including 3.45 million in bribes he took from junior offi- 
cers seeking promotions.” 

The last puzzle about pricing in maiguan maiguan is whether the 
buyer should explicitly bid for a position at the outset of the process 
or should refrain from identifying the position he is seeking even as 
he starts making installment payments. Purchasers have two options. 
The first is to give the party chief a large bribe and ask for a specific 
appointment directly and explicitly. The second is to pay the party 
chief a respectable, but not overly large, bribe (disguised as a holiday 
gift) first and then ask for a specific position later. Each approach has 
advantages and disadvantages. The first option entails a higher risk 
of rejection and overpayment, but it can deliver faster results and 
prevent the loss of the desired position to other bidders. The second 
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option lowers the risk of outright rejection and overpayment, but it 
requires patience and raises the risk of losing the desired position to 
other bidders. In our sample, the purchasers used both approaches, 
perhaps indicating that another variable—how well the purchaser 
knows the seller—may be at play. Logically, buyers who know the 
seller well enough prefer the second option to minimize overpay- 
ment, while those who know the seller less well may want to make an 
offer so attractive that the seller will accept it on the spot. Therefore, 
it is reasonable to argue that the market for office has two tiers. In the 
first tier, those who know the sellers well can leverage their personal 
friendship and gain a steep discount, while second-tier buyers who do 
not know the seller well enough must pay fully or overpay for their 
purchases. 


Income Maximizing Strategy and Financing 


Party chiefs have two strategies to maximize income from the selling 
of offices. One is to sell a large number of offices for relatively small 
amounts per position. Our analysis shows that county party secre- 
taries, particularly in poor regions where their underlings have fewer 
resources to fund their purchases, favor this low-price, high-volume 
strategy. Obviously, this strategy carries greater risks of detection 
due to the larger number of involved transactions. The other strategy 
is to sell a small number of highly desirable positions to a few offi- 
cials at premium prices. Officials holding ranks at the prefecture 
level or higher, such as those in our sample, follow this strategy. Evi- 
dently, the positions they can sell are more important and have 
greater potential to generate higher returns, thus justifying premium 
pricing. The purchasers of these positions are also more highly placed 
officials (some of them are county-level party secretaries who are 
sellers of offices in their own jurisdictions). They have the ability to 
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pay higher prices. An added advantage of this strategy is a reduction 
in detection risks because fewer deals are involved. 

What this analysis shows is that this particular form of collusion 
among elites is highly destructive and predatory. Even though the in- 
come from this practice contributes a relatively small share to the 
total corruption income of the sellers, such collusion produces a self- 
reinforcing dynamic because purchasers eager to recover or seek 
gains from their investments (purchased offices) are incentivized to 
engage in corrupt acts themselves. Inevitably, the prices of these po- 
sitions tend to rise quickly because the attractive returns gained by 
those who have purchased their offices will encourage more pur- 
chasers to enter the market and offer more money to the sellers. 
Should they be successful, they will attempt to recover their costs by 
engaging in even more egregious acts of corruption. This is one of the 
underlying dynamics driving corruption in China. 

The last puzzle about the political economy of maiguan maiguan 
is the financing of these transactions. Local officials in China are nor- 
mally paid low salaries and would have difficulty financing their 
bids, especially for those desirable and more costly positions. Our 
case studies reveal that most such transactions are not funded by the 
personal savings of the purchasers. Instead, the funds come from 
three sources. 

The primary source is embezzled public funds. Typically, lower- 
level officials who bribe their superiors for an office use fake receipts 
for business expenses to get reimbursed. Of the more than one hun- 
dred individuals who bribed Zhang Huaqi, a county party chief in 
Anhui arrested in 2003, 700,000 yuan was actually reimbursed by 
thirty-three different “units” as entertainment expenses (fake receipts 
were used to obtain reimbursement of 90,000 yuan).* Many officials 
who bribed Yang Jianguo, a county party chief in Anhui sentenced 
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to life in 2006, also used fake receipts to be reimbursed. Most of the 
funds used by officials who bribed Zheng Yuansheng, a county party 
chief in Guangxi and an earlier practitioner of the trade during his 
tenure (2001-2005), were misappropriated public funds.> Of the 
thirty-three officials who bribed Xie Lianzhang, a county party chief in 
Yanling in Henan during the period of 2001-2013, twenty-six used fake 
receipts to reimburse themselves the full amounts of the bribes.” 
When Kong Qingguo, a township party chief who bribed Liu Zhen- 
jian, the party boss of Heze, Shandong, for a promotion in 2009, he 
used stolen public funds as well, including 60,000 yuan in fines col- 
lected from the enforcement of the family-planning policy.” 

The second source is savings from corruption income. Officials 
who purchase public offices are more likely to be corrupt and to have 
accumulated savings from their prior corrupt activities. Such savings 
give them a financial edge and enable them to fund their purchases of 
the desired offices. Li Gang, a county party boss in Heilongjiang, is a 
typical example. He financed his initial purchase of the position of 
county magistrate with 100,000 yuan in 1998. This position enabled 
him to collect bribes, which helped finance his most expensive 
investment—300,000 yuan—paid to Ma De, the prefecture party boss, 
for promotion to the position of county party secretary in 20007 

The third source of funding is money raised from private sources, 
most often businessmen. Aspiring officials will approach a private 
business and ask for a “loan” to finance their purchases. One such 
individual, who bought his position as a county magistrate in Hei- 
longjiang from Ma De for 500,000 yuan in 2001, financed his purchase 
partly with a “loan” of 200,000 yuan from a private businessman (the 
bulk of the balance was borrowed from other private businessmen). 
The person who overpaid for the position of the director of the edu- 
cation bureau in Shangzhou District in Shaanxi in 2004 funded his 
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purchase (380,000 yuan) with 330,000 yuan in loans from five indi- 
viduals (one of whom illegally loaned him public funds).°° For private 
businessmen, extending credit to officials seeking higher offices makes 
good sense because these officials are likely to repay the “loans” with 
much more lucrative favors once they get their desired positions. In 
the mega scandal in Maoming in Guangdong, a wealthy businessman 
bribed two successive city party chiefs during 2002-2011 to promote 
three local officials, including a police chief, thus effectively financing 
their bribes. Two other businessmen each gave 100,000 Hong Kong 
dollars to Yang Guangliang, the executive deputy mayor, to help 


make him a more competitive candidate for mayor in 2007.7 


Competition and Commitment 


The sample cases provide some tantalizing clues about the degree of 
competition in the market for offices in local jurisdictions and the 
commitments by the sellers to fulfill their promise of delivering the 
desired appointments to the buyers. Specific reference to competi- 
tion for the same office occurred in only two of the fifty cases iden- 
tified for this study. In both cases, the buyer paying the largest bribe 
received the appointment. Liu Xiutian, the party boss of Pingshan 
County in Hebei, faced such a problem in 2000. Several individuals 
coveted the position of director of the bureau of water manage- 
ment. Liu appointed the person who gave him the biggest bribe.” 
Zhang Gaiping, a local party chief in Shaanxi, reportedly also re- 
funded five or six seekers of the position of director of her dis- 
trict’s education bureau after she awarded the spot to the highest 
bidder in 2004.> 

A related question about this market is the seller’s commitment to 
fulfilling his part of the bargain. The sample cases in this chapter do 
not contain specific or detailed examples in which the seller pocketed 
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the bribe and failed to deliver the desired appointment. In one case, 
a deputy director of the county’s justice bureau approached Zhang 
Guiyi, a county party chief in Anhui, to express his desire to be made 
the head of the education bureau and he paid Zhang a total of 32,000 
yuan in 2003. But Zhang was unable to appoint the person and sub- 
sequently gave him a partial refund of 20,000 yuan.°° 

It is plausible to argue that the lack of reference to instances in 
which the seller fails to deliver after taking the bribe is the result of 
the strong incentive on the part of the seller to maintain his credi- 
bility in a niche market. If a seller consistently cheats his customers 
in the market for offices, he runs the risk of losing them altogether 
because his victims will spread the information and warn away po- 
tential bribers. To be sure, competition for the most desirable posi- 
tions in these markets is fierce, but not necessarily unmanageable, 
as long as the seller follows the principle of awarding the highest 
bidders their desired positions. As for the losers, they do not neces- 
sarily waste their investments. The party chiefs may offer them other 
positions that may not be as desirable as the ones they originally 
sought but will nevertheless represent a promotion. 


The analysis of the fifty sample cases of maiguan maiguan illustrates 
the micro-level dynamics of late-stage regime decay in contemporary 
China. Despite its outward resilience, the CCP’s organizational integ- 
rity has fallen prey to powerful forces unleashed by the combination of 
the overconcentration of the power of local party chiefs, the inherent 
difficulties in detecting collusion among local elites, and the irresist- 
ible profitability of corruption in an environment where party officials 
are routinely tempted with huge bribes from private businessmen. 
To be sure, mainly out of concern about losing its own monopoly 
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over personnel appointments, the CCP’s top leadership has repeatedly 
cracked down on maiguan maiguan, but without success. In light of 
the underlying political economy of maiguan maiguan, such failure is 
predictable. In this illicit market, sellers know how to create demand, 
increase liquidity, and determine prices, while buyers have learned 
how to bid and finance their bids. Because of the low detection risks, 
these transactions have high reward-risk ratios. Those who success- 
fully purchase their desired appointments or promotions can expect 
quick and handsome returns. 

Even more worrisome for the CCP’s central authorities is the 
destruction of norms caused by maiguan maiguan. Once the taboo 
against awarding official positions was broken by small gifts, as in the 
early 1990s, the normative defense against such collusion became no 
match for the dynamics of competitive bidding or a political “arms 
race,” with seekers of government positions escalating their bidding 
to secure their desired appointments. Gradually, this market will 
follow the perverse but familiar logic of “bad money driving out good 
money.” Honest officials refusing to pay bribes will be denied the ad- 
vantages gained by their less upright colleagues. The less scrupulous 
but more ambitious climbers of the CCP hierarchy have systematic 
advantages in the race to the top. They are likely to have accumulated 
a war chest through prior corruption to make an attractive opening 
bid to local party chiefs. They can further supplement such purchases 
with embezzled public funds. For really high-priced deals, they can 
obtain financing from helpful private businessmen. Over time, in ju- 
risdictions where public offices are traded mostly on this illicit market, 
only the most corrupt officials can get ahead. Obviously, in these juris- 
dictions corruption initially generated from maiguan maiguan will 


spawn corruption in commercial activities, which will deliver much 


114 


Public Offices for Sale 


greater profitability and provide the economic returns sought by the 
purchasers of government office. 

In the more extreme cases, the self-reinforcing dynamics of mai- 
guan maiguan help create local mafia states—jurisdictions where most 
senior officials are corrupt and, once they are removed, they are 
succeeded by officials who soon succumb to corruption as well. In 
Chapter 7 we will provide several representative cases in this category. 
These cases should further confirm our suspicion that, to the extent 
that collusion among political elites destroys the institutional integrity 
of a Leninist regime, the decay of the CCP may have reached an ad- 
vanced stage. 
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Cronyism in Action: 
Collusion between Officials and Businessmen 


Our officials have turned the areas they oversee into private 
domains. ... Guanxi networks of all kinds have grown ever 
tighter and denser. 


—Xi Jinping, January 14, 2014 


CHINESE POLITICAL ELITES engaged in collusion with pri- 
vate businessmen would have no difficulty understanding Willie 
Hutton, who reportedly said that he robbed banks because that was 
where the money was. By forming dense networks of connections 
(guanxi) with private businessmen, officials can generate lucrative 
profits by, as Xi points out, turning the public authority entrusted to 
them into instruments to seek private gains. The economics of collu- 
sion between political elites and private businessmen in a one-party 
regime is straightforward. The political power controlled by the of- 
ficials in a one-party state can be converted into immense wealth 
quickly. However, this conversion is difficult to execute without col- 
luding partners in the private sector. Most Chinese officials who 
have the ability to seize state-owned assets have also incurred consid- 
erable sunken costs—their lifelong investments in their political 
careers in the party. Abandoning a rewarding position inside the re- 
gime is unattractive. That is why family members of these officials, 
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but not the officials themselves, are in the private sector. Chinese po- 
litical elites have another disadvantage in converting monopolistic 
political power into economic wealth themselves: their lack of the 
entrepreneurial skills needed to realize the full market value of the 
state-owned assets under their control. Even for those who may have 
such skills, openly giving up a successful and promising political 
career carries enormous risks. From their own experience they will 
understand that private wealth unconnected with political power is 
inherently insecure under a predatory regime. More importantly, by 
exiting, they may also provoke the wrath of the party for displaying 
disloyalty. That is perhaps why only relatively few officials have opted 
for xiahai, or jumping into the sea of commerce. A keyword search 
for “mayor jumping into the sea” in the China Knowledge Resource 
Integrated Database (cnki-net) yields twenty references for the period 
1994-2015. A search for “county or city party secretary jumping into 
the sea” returns only one reference. A close examination of these ref- 
erences shows that in the twenty-one-year period, a grand total of ten 
officials, seven prefecture-level and three county-level, have quit their 
government positions to become senior executives in private compa- 
nies or to lead buyouts of bankrupt SOEs (in two cases).' 

Therefore, the optimal solution for officials eager to cash in on 
their political power is to set up their immediate family members in 
business or to find partners in the private sector. This strategy allows 
these officials to remain inside the regime and at the same time amass 
wealth through the use of their power. For private businessmen, this 
partnership is also attractive because it can unlock the enormous 
value embedded in the state-owned assets under the control of these 
officials. Of course, collusion with Chinese officials may lead to the 
loss of both fortune and freedom if their criminal activities are dis- 
covered. But on balance these risks are worth taking because, for 
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private entrepreneurs, the near certainty of windfall profits from 
collusion far outweighs the downside of detection. 

Such compelling logic has made the marriage between power and 
money the defining characteristic of crony capitalism in China. In 
practice, this union manifests itself in the collusion between govern- 
ment officials who control the allocation and disposal of valuable 
state-owned assets and economic resources and private businessmen 
trying to seize these assets. Although aggregate official data on cor- 
ruption do not provide much information on collusion between 
officials and private businessmen, it is reasonable to hypothesize 
that these activities make up a very large share of all uncovered cor- 
ruption cases because collusive corruption accounts for roughly 
40 percent of corruption cases in some localities and also because 
commercial bribery, classified as one of the “crimes committed 
through the use of one’s office” (zhiwu fanzui) when the recipient is a 
public official, accounts for a large share of corruption cases. The 
work report of China’s chief prosecutor in 2013 revealed that during 
the five-year period of 2008-2012, the Chinese procuratorate filed 
165,787 cases of zhiwu fanzui involving 218,639 individuals, including 
13,173 officials holding the rank of county or chu (department) 
and above (950, and thirty of them were, respectively, bureau- or 
prefecture-level officials or provincial or ministerial officials).* Based 
on annual data provided by the Chinese Supreme Procuratorate, 
close to 60 percent of the cases in the category of zhiwu fanzui are 
“major” embezzlement and bribery cases involving more than 
50,000 yuan. For instance, in 2011, the Chinese government prose- 
cuted 32,567 cases classified as “crimes committed through the use 
of one’s office.” Commercial bribery cases in “natural resources ex- 
ploitation, trade in property rights, and government procurement” 
accounted for 10,542 cases. Of the 32,567 cases of “crimes committed 
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through the use of one’s office,” 18,464 (57 percent) were labeled 
“major cases of embezzlement and bribery.” 

Independent academic research also confirms that a very large 
portion of corruption cases falls into the category of commercial 
transactions that involve interactions between officials and private 
businessmen. According to one study that examined 2,802 corrup- 
tion cases reported from 2000 to 2009 in Jiancha Ribao (Prosecuto- 
rial Daily), a publication of the Supreme People’s Procuratorate, 1,583 
(56 percent) of them fell into four areas: government procurement 
and construction contracts (731); land, real estate, and urban plan- 
ning (307); finance, investment, loans, allocations, and payment of 
funds (298); administration of commerce, enterprise management, 
and restructuring of enterprise ownership (247).* Another study of 
142 party chiefs, mayors, heads of municipal people’s congresses, and 
chairmen of municipal people’s political consultative conferences 
who were prosecuted for corruption between 1983 and 2012 shows 
that 115 of them were involved in illegal activities in sectors such 
as approvals of land transfers, real estate development, loans for en- 
terprises, tax reductions, stock market listings, restructuring of 
SOEs, construction contracts, and approvals of mining rights.° Re- 
search on corruption in the real estate sector in China also indicates 
that the immense profitability generated by rent-seeking, unclear 
property rights, and segmented regulatory authority in this sector 
attracts collusion between officials and developers.® 


Key Findings 
A summary of the key characteristics of the fifty cases (Table A.2 in 


the Appendix) provides useful clues about the collusion between of- 
ficials and private businessmen. In terms of the seniority of the officials 
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involved, seven chief perpetrators were provincial-level officials, 
twenty-five occupied prefecture-level positions, fourteen were county- 
level officials, and four held subcounty positions. Compared with the 
cases of maiguan maiguan we saw earlier, the chief perpetrators in- 
cluded in the sample cases in this chapter are more senior (60 percent 
of the officials in this sample held prefecture- or provincial-level po- 
sitions, compared with 40 percent of the officials in Chapter 3). The 
nature of the main corrupt activities—commercial bribery—and the 
higher ranks of the chief perpetrators likely account for the larger 
amounts of total corruption income generated by officials who col- 
lude with businessmen than officials who sell government offices 
(even though income from maiguan made up less than one-half of 
their total corruption income in most cases). As for geographic repre- 
sentation, the chief perpetrators were from twenty-one provinces, an 
indicator that collusion between officials and businessmen is a na- 
tional phenomenon. 

In terms of total corruption income, the median total corruption 
income gained by the chief perpetrators in these cases is 9.5 million 
yuan, almost 50 percent higher than that reaped by the chief perpetra- 
tors in collusion among SOE executives (Table A.3). The mean corrup- 
tion income of officials selling offices is 3.8 million yuan, about 
40 percent of the corruption income gained by those colluding with 
businessmen. The median number of officials involved or implicated 
in the fifty cases here is eleven, the same as for the cases of colluding 
SOE executives but much lower than the median number of positions 
sold (twenty-seven) by officials in the fifty cases in Chapter 3. The 
smaller number of individuals involved or implicated in collusion with 
businessmen again likely reflects the higher status and greater power 
held by the chief perpetrators represented here. More senior officials 
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can simply order their subordinates to grant favors to private busi- 
nessmen, instead of directly recruiting them into the collusive ring. 
One striking aspect of the data provided in Table A.2 is the long 
duration of the corruption and the high probability of promotion for 
the chief perpetrators even when they are engaged in corrupt activi- 
ties. The median duration of corruption (between the onset of corrupt 
activities and arrest) in these cases is eight years, one year more than 
that in cases of selling offices and collusion among SOE executives 
(seven years). Among the fifty chief perpetrators who colluded with 
private businessmen, forty-two received promotions while commit- 
ting their crimes. The relatively long duration of corruption and the 
high probability of promotion (84 percent) indicate that the detection 
risk is low. Also notable is the fact that officials who collude with pri- 
vate businessmen, as we theorize, engage in multiline businesses that 
include maiguan maiguan as a sideline and, more crucially, as a means 
of building a collusive network. Of the fifty chief perpetrators, thirty- 
four (or 68 percent) were explicitly charged with maiguan maiguan. 
Based on the sectors in which collusion between officials and private 
businessmen occurs, our sample confirms our hypothesis that con- 
tested property rights and multiagency approvals necessitate collu- 
sion, both within the bureaucracy and between the bureaucracy and 
private businessmen. In the fifty cases, collusion is concentrated in 
four sectors: real estate and land transactions (in thirty-four cases); 
infrastructure and construction (twenty-eight); mining (thirteen); and 
SOE restructuring (ten).’ These four sectors are generally considered 
the most corruption-prone because of the enormous profits that can 
be realized through collusion. In the case of land, real estate transac- 
tions, mining rights, and SOE restructuring, the profitability comes 
chiefly from the severe undervaluation of the underlying assets. In 
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infrastructure and construction, rents are embedded in the large size 
of the contracts, cost inflation, and substandard quality. 

In terms of the last positions they occupied before they were ar- 
rested, a large number (eighteen) were county- and prefecture-level 
party secretaries, the most powerful politicians in these jurisdictions, 
and eight were mayors and executive deputy mayors, officials directly 
in charge of local economic affairs. Local party chiefs are well posi- 
tioned to capitalize on their near-dictatorial power, as explained by 
our model of vertical collusion. Since they wield virtually unchal- 
lenged clout in the appointment of key officials in local administra- 
tive agencies (in many cases they give these appointments to those 
who bribe them, thus gaining their loyalty), they can easily ask these 
officials to help private businessmen who have bribed them. The only 
official who has direct administrative responsibility in local govern- 
ment is the mayor or county magistrate. Although they have the 
ability to collude with lower-level officials in local administrative 
agencies, they are less able to compel compliance from their subordi- 
nates because they do not control personnel appointments. This is the 
principal reason why the majority of chief perpetrators in our study 
of collusion among officials and between officials and private busi- 
nessmen are party chiefs in counties and prefectures. 

The data in Table A.2 also confirm the overall positive correlation 
between seniority inside the CCP and total corruption income: Of- 
ficials with higher ranks gain greater corruption income than those 
with lower ranks.’ Of the twenty-five individuals whose total corrup- 
tion income was above the median (9.5 million yuan), six were 
provincial-level officials, fourteen were prefecture-level officials, and 
five were county-level officials.!° Two factors account for this dis- 
parity. More senior officials have longer durations of corruption 
during which they can generate more illicit income. In addition, they 
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wield more power, allowing them to trade bigger favors for larger 
bribes. However, lower-level officials who can determine the disposal 
of valuable state-owned assets, such as land, mines, and SOEs, also 
have considerable capacity to raise their corruption income. Of the 
five county-level officials who gained above-median total corruption 
income, four received outsized bribes for giving state-owned assets 
and infrastructure contracts to private businessmen. But officials 
who have gained less total corruption income may have one consola- 
tion prize: lighter punishment. As usual, the severity of punishment 
for officials caught for corruption involving private businessmen 
depends mostly on the total amount of corruption income. Of the 
twenty-five chief perpetrators whose corruption income was at or 
below the median of 9.5 million yuan, only six (24 percent) received 
life, suspended death, or death sentences. By contrast, of the twenty- 
five officials with above-median corruption income, we know the 
sentences for twenty-two. Eighteen of them were given life, sus- 
pended death, or death sentences. What is noteworthy about the pun- 
ishment of corrupt officials is that only a small number of them were 
actually executed because suspended death sentences are always 
commuted to life sentences. In our sample, only four officials, all of 
whom committed particularly egregious crimes, even by the stan- 
dards of the CCP, received the death penalty. 


Patterns of Collusion 


As we noted earlier, while many corruption cases are explicitly iden- 
tified as wo an or chuan an, the exact mechanisms of collusion remain 
a mystery. In this section, we probe the mechanisms of collusion be- 
tween local officials and private businessmen. Revealing details of the 
fifty sample cases allow us to reconstruct three patterns of collusion. 


123 


Chinas Crony Capitalism 


Vertical Collusion 


Whether explicit and direct collusion is required depends largely on 
the success with which a private businessman buys off the most 
powerful official in his jurisdiction, the party chiefin nearly all cases. 
If he does, the party chief can usually use his enormous—and often 
coercive—power to help the businessman obtain his objectives. In 
such cases, the private businessman in question does not need to sep- 
arately bribe and coordinate veto-wielding bureaucrats in various 
government agencies because the party chief performs, on his behalf, 
the critical coordination function. A businessman tends to pay the 
local party chief considerably larger bribes than he pays to lower-level 
officials in the functional bureaucracies because he is also buying his 
role in coordination. In effect, he is paying a lump sum for a bundle 
of services performed by the local party chief, with a high degree of 
confidence that the latter will deliver. From the perspective of the 
businessman, buying off the local party chief, even for a high pre- 
mium, may be the optimal strategy. 

For local party chiefs, intervening on behalf of businessmen is not 
risk-free. Procedurally, officials are not supposed to interfere in ad- 
ministrative decisions made by lower-level agencies or on issues out- 
side their assigned portfolios, which, for local party bosses, do not 
include economic matters. However, party chiefs can sometimes jus- 
tify such interference either as support for a project that can boost 
local economic growth or as “recommendations” or “advice” even 
though the real intent often arouses suspicion among cynical sub- 
ordinates, and the consequences of noncompliance are mutually 
understood. In such cases, subordinate officials who comply typi- 
cally suspect that their superiors must have accepted bribes from the 


private businessmen involved. Yet they violate rules or procedures 
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to carry out their superiors’ orders due to the superiors’ explicit or 
implicit coercion. 

A typical example in our sample is Xie Lianzhang, who served as 
a county party chief in Yanling, Henan; he received 1.86 million yuan 
from eighteen businessmen between 2001 and 2006. Xie would call 
subordinates and order them to give these businessmen land leases, 
bank loans, and zoning approvals." Li Dalun, the domineering party 
chief of Chenzhou in Hunan during 1999-2006, also helped many 
businessmen obtain desirable mining, real estate, and construction 
deals in this way. As alleged by his sentencing document, Li would, 
at the behest of businessmen seeking favors, call or meet in person 
with the heads of the city’s departments (some of whom had pur- 
chased their offices from Li or were engaged in their own corrupt 
activities). He always got his way. Wang Huaizhong, who com- 
mitted most of his crimes while he was the party chief of Fuyang in 
Anhui from 1995 to 1999, took such coercive tactics to a higher level. 
Wang routinely gave direct orders to the heads of the city’s various 
bureaus to help private businessmen who had bribed him. He also 
applied a far more efficient tactic to achieve a coordinated outcome. 
When a favor to a businessman involved receiving approval from 
several agencies, he would convene a xietiaohui, or a coordination 
meeting that the directors of all the relevant agencies were required 
to attend. Invariably, Wang was able to impose his will on his sub- 
ordinates at these meetings.” Liu Jiakun, a party chief in a county 
in Fuyang during 2007-2012, deployed the same tactic to help his 
businessmen friends gain land and contracts in his county, as de- 
tailed in his sentencing document." 

Though senior local officials, CCP chiefs in particular, may abuse 
their power to force subordinates to help their cronies in the private 
sector, this tactic can be risky and requires constant follow-up to 
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ensure compliance. A better solution is to have loyal and willing ac- 
complices occupying key bureaucratic positions who will eagerly and 
reliably carry out their orders. In other words, their collusion with 
businessmen will be less risky and labor intensive if they have a net- 
work of allies. The spread of maiguan maiguan has greatly helped se- 
nior local officials construct such networks because junior officials who 
have bribed them for their posts are not only more loyal and reliable, 
but also more likely to be greedy and corrupt. They can count on their 
help in delivering on their promises to private businessmen. Signifi- 
cantly, of the fifty chief perpetrators in this sample, thirty-four 
(68 percent) engaged in selling offices, thus providing a crucial piece of 
evidence that the networks built through maiguan maiguan facili- 
tate the collusion between officials and businessmen. 

One such example in our sample is Tan Dengyao, the mayor of 
Dongfang in Hainan. In 2009, a private businessman trying to sell 
the land he had purchased at a low price back to the city for a huge 
profit approached Tan for help (and later gave him a bribe of 2.5 
million yuan). Tan then asked the head of the city’s transportation 
bureau, who had bribed him before, to assist the businessman. The 
transportation chief obliged. In addition, another accomplice in this 
deal, the head of the city’s development corporation, who was re- 
sponsible for selecting the lot to be purchased for the city’s land re- 
serve, had also bribed the mayor for his own promotion. The head of 
the city’s finance bureau, which made the payment to the busi- 
nessman for the purchase of the land, had similarly bribed the mayor 
to get his job.” Liu Zhuozhi, a former deputy governor of Inner Mon- 
golia, took 420,000 yuan and $30,000 from Niu Zhimei, a local offi- 
cial, in return for appointing him the party chief of a county-level 
city in 2004. In subsequent years, Liu repeatedly asked Niu to help 
a businessman who had given Liu 460,000 yuan and $20,000 in 
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bribes.’ Quan Junliang, who as a county party chief helped a busi- 
nessman purchase a state-owned iron ore mine at 500 million yuan 
below its fair market value in 2010, was assisted in his criminal act by 
the director of the county bureau of land resources, who had bribed 
Quan with 33,000 yuan in cash to obtain his position.” Yang Yueguo, 
the party chief of Ruili in Yunnan, specialized in assisting real estate 
developers gain highly desired land plots. He also had an indispens- 
able accomplice, the director of the city’s bureau of land resources, 
who had paid him 400,000 yuan for the position (the director him- 
self took 2.28 million yuan in bribes from real estate developers be- 
tween 2009 and 2013).’* In Maoming in Guangdong, the party chief, 
Zhou Zhenhong, took bribes from officials whom he appointed to 
many of the city’s most important positions, such as the executive 
vice mayor, two vice mayors, propaganda chief, and police chief (all 
of them were arrested for corruption). This corruption network al- 
most certainly enabled Zhou to help many of his business friends in 
a wide range of shady deals during his tenure (2001-2007).” 


Outsider-Insider Collusion 


In outsider-insider collusion, private entrepreneurs seeking under- 
valued assets nominally owned by the state or large contracts act as 
indispensable coordinators in collusion among officials in multiple 
government agencies. Without the coordination provided by private 
entrepreneurs, collusion among officials would be significantly 
more difficult. In the case of collusion with guidance from a private 
businessman, the latter separately approaches officials in the agencies 
that have approval authority over his desired transactions and reas- 
sures them, explicitly or implicitly, that he has bribed or gained a 
promise of assistance from other key officials. Such knowledge and 
reassurance make it more likely that an official who has the power to 
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approve one aspect of the desired transaction will accept the bribes 
offered. If his colleagues in other agencies are also on the take, he 
will have fewer concerns about detection and more confidence that 
the transaction desired by the businessman will be approved. 

One such example is the private businessman who tried to acquire 
a power station owned by a local government in Sichuan during 
2002-2004. He delivered 100,000 yuan in an envelope to the county 
magistrate and reassured him that the county party chief “had been 
taken care of.”” Zhu Siyi, a coal tycoon in Guangdong, used the same 
tactic. Between 2002 and 2008, he personally bribed all the key ex- 
ecutives, including the chairman of the board of a state-owned steel 
mill, to ensure that the mill would purchase the coal produced by his 
company.” In a scandal in Nanchong City in Sichuan, a real estate 
developer first offered equity stakes worth 4 million yuan in 1999 to 
the city’s head of administration of industry and commerce if he 
could deliver the development rights for a large real estate project to 
the developer. Then he bribed the local official in charge of the real 
estate project, the party chief of the district where the project was 
located, and the two managers of a cinema that sat on the land on 
which the project was to be built. To ensure that the designated 
project, which violated the city’s building codes, would receive ap- 
proval, the developer bribed the head of the city’s construction bu- 
reau as well as the head of the urban planning bureau.” 

Wang Chuncheng, a coal baron from Liaoning, wanted to build a 
496-kilometer railway that could connect his mega coal mines in 
Inner Mongolia to the coal-fired power plants in Liaoning. In 2005, 
to obtain approval for the difficult and costly project, he paid 600,000 
yuan to a deputy party chief of the prefecture where his mine was 
located, and $180,000 to a deputy governor of Inner Mongolia (in 
seven installments during 2006-2010). Support from the two officials 


128 


Cronyism in Action 


helped Wang’s project receive approval from the National Develop- 
ment and Reform Commission in 2007.” In Nandan County in 
Guangxi, private mine operators paid millions of yuan to the local 
party chief, county magistrate, two deputy party secretaries, a deputy 
county magistrate, and other local officials to allow them to operate 
illegally and to encroach on state-owned mineral resources. When a 
mining disaster killed eighty-one miners in 2001, the local party 
chief, Wan Ruizhong, who himself had received 3.21 million yuan in 
bribes, colluded with some of these officials and agreed to cover up 
the accident. Wan’s role in the cover-up, rather than his greed, most 
likely earned him a rare death penalty for disgraced officials.” 


Collusion among Insiders 


Direct and explicit collusion among officials who act to benefit busi- 
nessmen is a common occurrence in our sample. This pattern of col- 
lusion among insiders takes place when participants have more or 
less equal political status or executive power or when the disparity 
between their status and power is relatively modest. If the lead cul- 
prit is a senior official who has dependable loyalists or personal 
friends positioned in key government agencies, collusion is easier and 
simpler. Whenever the chief culprit approaches such subordinate 
officials for their help to facilitate his illegal activities, these individ- 
uals usually view compliance with their superior’s wishes as an op- 
portunity to curry favor with him or to deepen their friendship. 
Under these circumstances, subordinate officials are, for the most 
part, willing accomplices. 

One such example is the mega scandal that implicated nearly all 
the senior officials in the city of Chenzhou in Hunan in 2006. A pri- 
vate developer approached a deputy mayor, Lei Liyuan, and suggested 
that they recruit the head of the city’s housing fund into a scheme to 
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use the city's housing reserve fund to finance a real estate project. Lei, 
whose portfolio gave him oversight of the housing fund, then called 
the official into his office and, along with the developer, devised a 
plan that illegally lent the money to the private developer for his 
project.” Another example that illustrates such collusion isa case in 
the city of Shaoxing, a prefecture-level city in Zhejiang. The mayor 
and his protégé, a vice mayor, together forced through a municipal 
government decision in 2000 that allowed a local developer to acquire 
a plot of land at a reduced price even though his competition offered 
32 million yuan more. The vice mayor took 3.25 million yuan in 
bribes from the developer.” In 1998, the executive deputy mayor of 
Shenyang, Ma Xiangdong, conspired with the director of the munic- 
ipal finance bureau and the director of the municipal construction 
committee to embezzle $120,000 in city funds, which they shared 
equally. In the previous year, Ma and the head of the municipal con- 
struction committee had also extracted a $500,000 bribe from a real 
estate developer whom they exempted from a 12 million yuan city 
levy. The bribe funded the duo’s gambling binges in Macau.” 

The scandal in Pinghu City in Zhejiang started when the owner of 
one of the city’s largest private companies learned of a large land rec- 
lamation project the city was about to launch in 2004. Eager to get 
part of the project, the chairman and the general manager of the firm 
had dinner with two key officials in charge of the project, the head of 
the city’s water resources bureau and the vice mayor of the city, who 
was the head of the special agency set up to oversee the project. At 
the dinner they drew up a plan to make the company a subcontractor 
for the project. In return, the company would give the two officials 
8 percent of the profits (10 million yuan) from the deal. In a separate 
real estate development, the two businessmen also conspired with the 
two officials to get a piece of land at a price that was about 15 percent 
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below the minimum reserve price initially set by the city. The reward 
for the two officials was 6 million yuan, which represented 20 percent 
of the profits of the project.78 

The example below shows that, on occasion, officials involved in 
collusion with private businessmen try to set up rules to reduce con- 
flict among officials who have received competing bribes from rival 
businessmen. In this particular case, which sent three deputy direc- 
tors of the Hunan Transportation Department and seventeen of their 
colleagues to jail in 2014, officials who had taken bribes from some 
businessmen could not deliver the promised highway construction 
contracts because other businessmen had bribed other, more senior 
officials. As a result, one deputy director of the department drew up a 
rule for his subordinates: His superiors’ directives to help busi- 
nessmen to receive contracts overrode his own; when a project man- 
ager received competing directives from his superiors, it was his job 
to coordinate and settle the problem; at least one-quarter to one-third 
of the length of a major project must be granted to bids that received 
no help from officials.” Such collusion designed to help favored busi- 
nessmen gain contracts is also found in townships. Xiang Hongzu, a 
township party chief imprisoned in 2013 for corruption, routinely 
called his colleagues into his office to strategize how to give their 
town’s infrastructure contracts to bidders who had bribed him. 

Given the culture of corruption that pervades the Chinese regime, 
implicit horizontal collusion can occur as a result of knowledge or 
awareness of corruption committed by one’s colleagues. In this envi- 
ronment, officials in various government agencies who accept bribes 
from private businessmen usually suspect that the same private 
businessmen must also have bribed their colleagues in other depart- 
ments in order to ensure completion of their desired transactions. In 
some instances, they are most likely to be aware of the close ties 
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between the businessmen who have bribed them and their superiors 
or colleagues in other government departments. In other cases, the 
bribe-giver may provide oblique hints about assured cooperation 
from officials in other departments in order to alleviate concerns that 
may prevent his targets from agreeing to participate in the scheme. 
In other words, officials whose favors are being sought by private 
businessmen do not need to be informed explicitly about the collu- 
sion of others. Their direct knowledge, supposition, or suspicion 
about possible cooperation by other officials may give them the reas- 
surance and confidence needed to take the offered bribes and give the 
favors sought by the businessmen. In these cases, knowledge and sus- 
picion of other officials’ corrupt acts arguably facilitate collusion. If 
the lead culprit’s hunch is proved right and the targeted official ac- 
cepts the bribe offered by the private businessman, an act of implicit 
collusion occurs. 

In 2002, Tian Yufei, a county party chief in Sichuan, instructed the 
private businessman who had bribed him to also bribe the county 
magistrate, who was in charge of restructuring the SOEs in the county, 
because the magistrate was “greedy and several hundred thousand 
yuan should be enough” to take care of him.*! In the illegal land 
transactions in Dongfang City in Hainan during 2007-2008, the 
city’s deputy party chief, who was not directly involved in the trans- 
actions, became aware of the collusion among the officials who helped 
the private businessman to turn a windfall profit. He subsequently 
approached the official who helped the businessman and asked him 
to deliver a “request” to the businessman for a “loan” of 1 million 
yuan.” Mao Shaolie, a deputy mayor in Guangxi included in our 
cases, also knew of the corrupt acts of at least one of his colleagues. 
After Mao was arrested in 2012, he told investigators that his col- 
league, another deputy mayor, had accepted a bribe of 1.26 million 


132 


Cronyism in Action 


yuan and had committed other crimes.” Yu Zhijun, a coconspirator 
in a land scandal in Qingdao that generated more than 19 million 
yuan in bribes between 2001 and 2003, also provided information 
on crimes committed by others to investigators after his arrest in 
2003. Ma De, the infamous Suihua party chief who sold numerous 
offices and also pocketed commercial bribes, provided information 
about the corruption of his former colleague, mayor Wang Shenyi, 
immediately after his arrest in 2002.*4 


Crony Networks and Windfall Profits 


Our sample cases provide some clues into the construction and main- 
tenance of networks of corrupt officials and private businessmen. The 
first steps typically involve invitations to dinners at high-end restau- 
rants, visits to foot-massage salons, and the presentation of small 
gifts and tokens of appreciation by private businessmen to officials 
they hope to befriend. A perfect example in our cases is Zhu Siyi, a 
coal tycoon in Guangdong who bribed a very large number of local 
officials. After his arrest in 2008, he described his proven system of 
currying favor with officials. The first step was “opening the door.” 
Typically, he would give a prefecture-level official a small cash gift of 
10,000-20,000 yuan just to see if he would take it. If he did, then Zhu 
would “deepen the friendship” by offering him a 20,000-30,000 yuan 
cash gift. If the official took it again, Zhu would proceed to the final 
step—“solidifying the relationship’—with 50,000 yuan in cash gifts 
during holidays (multiple times a year). By this stage, Zhu said he 
was sure that the prefecture-level official could be counted on for 
favors in the future.” During the Spring Festival in 2003, a busi- 
nessman owning a construction company approached Peng Jinyu, a 
county CCP chief in Guangxi implicated in the corruption of his 
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predecessor, with a gift of two smoked chickens and a package of dry 
goods. Peng took the gifts because they were part of the local custom 
and they did not seem excessively valuable. But when he unpacked 
the gift, he found an envelope containing 10,000 yuan in cash, which 
he pocketed after rationalizing it as a token of appreciation for a 
minor favor he had done for the businessman earlier. Their relation- 
ship began to flourish and, a year later, the businessman gave 100,000 
yuan toward the purchase of a car for Peng’s wife. This was followed 
by another gift of 100,000 yuan for an expensive set of furniture for 
Peng.*° 

Besides officials and their business cronies, the crony networks 
also have other key members—family members and mistresses of the 
officials. Evidence from our cases confirms the supporting role played 
by these members in collusive corruption. Typically, spouses accept 
or demand bribes on behalf of their husbands (in Chinese culture, 
even greedy officials need, from time to time, to maintain some re- 
spectful distance from the bribe-givers). Spouses are also the nom- 
inal owners of bank and brokerage accounts, real estate, and equity 
stakes in companies. In our sample, the spouses of Hong Jinzhou 
(the mayor of Kaili in Guizhou), Liu Zhuozhi (a deputy governor of 
Inner Mongolia), Wang Suyi (another provincial official in Inner 
Mongolia), Zhu Weiping (a district party chief in Jiangsu), and many 
others were intimately involved in the corrupt activities of their 
husbands.” A large number of corrupt officials also maintain mis- 
tresses, who often perform the same functions as their legal 
spouses. Zhao Xiali, the mistress of Liu Jiakun, a county party chief in 
Anhui, was the conduit through which several businessmen bribed 
her lover to gain land and contracts. Mao Shaolie, a deputy mayor in 
Guangxi, hid part of his corruption proceeds in his mistress’s home. 
Yang Guangliang, the executive deputy mayor of Maoming City in 
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Guangdong, used his mistress as a front for trading stocks and buying 
real estate.** Kuang Lier, a mistress of Zeng Jinchun, Chenzhou’s no- 
torious CCP secretary of discipline inspection, was the custodian of 
16 million yuan of Zeng’s loot.’ 

Most of the officials (typically age 60 and under) in the sample 
have children or close relatives who may be too young to go into busi- 
ness on their own. We find only two such cases. Shu Nanming, a 
local director of land resources in Jiangxi implicated in the case of Ye 
Jinyin (head of a land resources bureau and convicted of bribery in 
2013), had a nephew who formed a land value assessment firm with 
the brother-in-law of a deputy director of his bureau that apparently 
used their contacts inside the bureau to get business "7 The party 
chief of Jinan, Wang Min (who was detained in 2014), had a son- 
in-law in the real estate development business.“ Children of more 
senior officials, especially those of provincial party chiefs and Polit- 
buro members (who are usually age 60 or over) are more likely to 
own private businesses that benefit significantly from their parents’ 
power. The example of Zhou Bin, the forty-two-year-old son of Zhou 
Yongkang, the former member of the Standing Committee of the Po- 
litburo purged in late 2014, indicates that children of the most senior 
Chinese leaders have fully grown into their roles as red crony capital- 
ists. Another case is Wen Yunsun, the son of former prime minister 
Wen Jiabao, who had amassed a huge fortune as a private equity in- 
vestor. Liu Lefei, the elder son of Politburo Standing Committee 
member Liu Yunshan, is also a successful private equity investor.” 

The siblings of the officials are more active members of these 
crony networks. The brother of Chen Liangyu, the former Shanghai 
party chief and Politburo member involved in the Shanghai Social 
Security Fund scandal, used his connections to purchase use rights 
to a plot of land in Shanghai and quickly flipped them into a profit of 
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118 million yuan in 2003. The siblings of Zhou Yongkang (and their 
spouses) also acquired significant private fortunes due to Zhou’s 
position and power. In our sample, Zhou Zhengkun, the former 
mayor of Chenzhou implicated in Li Dalun’s corruption case, had 
two brothers in private business who were arrested before Zhou’s 
downfall in 2007.4 A younger brother of Hu Xing, a deputy mayor 
of Kunming (2001-2004), formed a real estate company at the direc- 
tion of Hu. Hu manipulated the bidding process and helped his 
brother acquire the land to develop three projects, netting 153 mil- 
lion yuan in total profits. The brother and sister of Feng Weilin, 
director of the Hunan Highway Bureau arrested in 2011, became 
middlemen peddling their family ties to Feng to contractors.** The 
sister of Kuang Guanghua, a county party boss in Jiangxi, operated 
rare-earth mines in his county and engaged in illegal mining and 
bribery during 2011-2013.” 

The sample cases also confirm that participants, especially private 
businessmen, can reap enormous illicit profits. The sectors promising 
the highest returns are real estate, mining, and SOE restructuring. In 
the land scandal in Dongfang city in Hainan, the private businessman 
at the center of the case, Zhang Yan’an, completed two land transac- 
tions in 2008-2009. In the first transaction, his bribe of 1 million 
yuan yielded a net profit of 21.9 million yuan. He realized the same 
rate of return in his second land transaction. He paid 8 million yuan 
for a parcel of land and gave 8.47 million yuan in bribes to several 
officials. After deducting these expenses, he earned a profit of 38.94 
million yuan with a business partner.** In the corruption case in Shao- 
xing in Zhejiang, a developer paid a vice mayor 3.5 million yuan in 
2000 and the vice mayor helped him get a plot of land for 32 million 
yuan less than the rival bid, effectively yielding a return of nine times 
his investment (the amount of the bribe).*? In 2005, Liu Zhuozhi, then 
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a prefecture party chief in Inner Mongolia, helped a private firm ac- 
quire land at 2,000 yuan per mu (about one-third of an acre). In 2010, 
the private company resold the land at 230,000 yuan per mu. 

Purchasing undervalued natural resource assets owned by the 
state and then quickly selling them for a huge profit is another pre- 
ferred route to wealth among well-connected businessmen. The party 
chief of Lingyuan City in Liaoning ordered a township under his ju- 
risdiction to sell its rich iron ore mine to a Fujian businessman for 20 
million yuan at the end of 2005. Two years later, the Fujian busi- 
nessman sold an 83 percent share in the mine for 172 million yuan, 
netting more than 150 million yuan in profit.” Jie Lichang, owner of 
a large private mining company in Anhui, gave Quan Junliang, a 
county party chief, 730,000 yuan in cash and real estate worth 2.04 
million yuan between 2005 and 2011. In 2010, Jie, together with a 
large SOE as his partner, wanted to purchase a state-owned iron ore 
mine in Quan’s jurisdiction. Jie insisted that the price should be 
under 150 million yuan. Quan duly obliged by ordering the county 
government to set the price at 289 million yuan and to give Jie and his 
joint venture partner tax and other subsidies totaling 139 million 
yuan. The fair market price of the mine was 815 million yuan. Since 
Jie owned 49 percent of the joint venture, he effectively gained 260 
million yuan in unrealized profits.” 

Outsized, though less spectacular, returns can also be realized in 
transactions involving undervalued SOE assets. In the privatization 
of Jianwei Power Station in Sichuan in 2002, the business tycoon who 
was acquiring the station paid 40 million yuan for the station and 
spent 28 million yuan on bribes. The market value of the power sta- 
tion was likely significantly higher because it was one of Sichuan’s 500 
largest companies. What is known is that his purchase price was 
lower than the two other bids, one offering 80 million yuan and the 
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other 100 million yuan. In a genuine auction, the highest bidder 
would have won. In effect, the business tycoon underpaid by 32 mil- 
lion yuan even after factoring in his huge bribes.” 

The most lucrative deal in absolute terms in our sample was struck 
by Zhang Rongkun, a toll-road operator at the center of the Shanghai 
Social Security Fund scandal that ended the political career of the 
city’s party chief and Politburo member Chen Liangyu in 2006. With 
very little of his own capital, Zhang Rongkun spent 12 million yuan 
in total bribes in order to raise the funds from banks and the Shanghai 
Municipal Social Security Fund. In a deal completely financed by 
debt in 2002, he paid 1.01 billion yuan (in addition to assuming the 
outstanding debt) for the Shanghai Toll Roads and Bridges Corp. (an 
SOE), which had a net asset value of 1.33 billion yuan. Zhang’s im- 
plicit discount was 330 million yuan.** 


The Unraveling of the Crony Networks 


Chief perpetrators in our sample cases could expect to engage in cor- 
rupt activities for an average of nine years (the median is eight years) 
before detection. Though the risk of detection in collusive corruption 
is mitigated by the interests shared by all the perpetrators in con- 
cealing their crimes, it cannot be entirely eliminated. Based on official 
data, of the 151,350 corruption cases involving embezzlement and 
bribery (the two most common crimes committed by officials) prose- 
cuted by the government between January 2008 and August 2012, 
32.1 percent were based on tips provided by “the masses,” 35.4 percent 
on investigations conducted by the prosecutors, 9.5 percent on cases 
transferred by the CCP committees for discipline inspection (CDIs), 
and the remaining 23 percent on cases transferred from other law en- 


forcement agencies and voluntary surrenders by the suspects.” What 


138 


Cronyism in Action 


is noteworthy about these numbers is that detection risks arise chiefly 
from tips and investigations conducted by the prosecutors, since they 
account for two-thirds of the cases prosecuted. What is unclear is how 
the cases transferred from the CDIs are counted. Since the CDIs have 
small staffs and normally do not initiate investigations without re- 
ceiving reliable leads, it is reasonable to infer that most, if not all, of 
their investigations are based on tips provided by “the masses.” The 
Chinese procuratorate also has a relatively small staff and lacks the 
capacity to initiate investigations without credible leads.” Yet slightly 
over one-third of the cases it prosecutes are based on “self-initiated 
investigations.” It is likely that the leads for these investigations are 
mostly derived from tips initially provided by “the masses.” This hy- 
pothesis is based on the fact that, because a large share of corruption 
cases in contemporary China involve collusive corruption, one tip can 
generate leads for multiple investigations. The problem, however, is the 
definition of “the masses.” It is highly unlikely that this term refers to 
ordinary citizens, who normally have little contact with Chinese offi- 
cials. If anything, “the masses” likely refer to officials or civil servants 
who are not part of the crony networks but who have credible infor- 
mation about the misconduct of their colleagues. 

A fatal weakness of corruption networks is their overreliance 
on the political security of their chief political patron, typically a 
powerful party boss. When such a leader falls from grace, usually as 
a result of an internal power struggle, his loyalists, as described by the 
colorful Chinese saying “monkeys scatter when their tree falls,” are 
usually scooped up in a purge. This happened to the networks of 
Zhou Yongkang, Ling Jihua, Su Rong, and many others.” However, 
for most local networks of collusion, their unraveling begins differ- 
ently. Usually Chinese authorities respond to credible tips provided 
by someone who is not part of the crony network but has detailed 
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knowledge about the acts of corruption committed by the officials 
and their associates. If the tipster blows the whistle and his informa- 
tion results in an investigation, the probe of the denounced official is 
likely to uncover his collaborators as well. Although the CDIs and the 
procuratorate likely discard the majority of the tips from “the 
masses,” the tips that are acted upon can generate fruitful investiga- 
tions. In these cases, investigators are able to break the first sus- 
pected official and make him reveal the identities and actions of his 
coconspirators in exchange for leniency. 

The unraveling of the corruption network in Pinghu City in Zhe- 
jiang started when prosecutors questioned a low-level official in 2009, 
reportedly because of a tip from “the masses.” The official quickly 
provided information on the crimes committed by the city’s deputy 
mayor and director of the water resources bureau of the city, leading 
to their arrests soon afterward.” The infamous “White House” 
scandal in Loudi in Hunan was exposed in 2007 after one detained 
official told the prosecutors that his close friend and superior was also 
involved. The Loudi city government had spent 500 million yuan to 
construct a municipal administrative complex in which seven build- 
ings had domes similar to that of the U.S. Capitol.” Another similar 
instance is the Shaoxing case. In November 2006, a deputy party 
chief and a deputy mayor of Shangyu, a city that is part of Shaoxing, 
were detained for corruption. One of them cooperated and gave in- 
vestigators damaging information on Shangyu’s long-serving party 
chief. During the investigation of the party chief, prosecutors sum- 
moned a real estate developer who had given the party chief 110,000 
yuan in bribes. When interrogated, the businessman confessed that 
he had also bribed another local official.® Cooperation by officials 
first detained by investigators can help expose not only their partners 
in corruption but also their corrupt activities the investigators often 
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do not know about. Court documents contain many references to 
“honest confessions of criminal acts that were committed but not 
known to the investigators” as factors meriting reduced sentences. 

In some instances, the initial investigation is triggered by pure ac- 
cident. Chinese media often report the accidental discovery of large 
piles of cash in the homes of corrupt officials (such as in a burglary). In 
some instances, a major “public incident” such as mass rioting that at- 
tracted the attention of top leaders can initiate an anticorruption 
probe. Typically, in the aftermath of the riot, higher authorities want 
to punish the local officials to appease public anger. Charging them 
with corruption is a popular tactic. In our sample, Hanyuan’s cor- 
ruption case was uncovered after a mass riot in 2004 sparked 
by angry farmers threatened with displacement by a hydroelectric 
power project. The collusion between private mine owners and local 
officials in Nandan in Guangxi came to light only after a deadly mining 
disaster in 2001 and an egregious cover-up attempt attracted media at- 
tention and investigation by a special team dispatched from Beijing. 

Frequently, incriminating information is provided by businessmen 
who have been victimized by corruption. In Lanzhou, a former mayor 
of the city was denounced to the anticorruption authorities by a 
private businessman whose real estate development project was 
blocked in 1998 by the mayor, who demanded that his wife be given 
a 51 percent share in the project, a request the businessman turned 
down. In the case of Chenzhou in Hunan, four businessmen victim- 
ized by Zeng Jinchun, the head of the municipal CDI, banded to- 
gether in 2004 to report his wrongdoings to the higher authorities.°* 
In Shaoxing, Zhejiang, a real estate developer falsely convicted of tax 
evasion and sent to jail by the city’s party chief (who was angered by 
the businessman’s rival bid in 2000 for a plot of land already prom- 
ised to another developer who had bribed the party chief), mailed 
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incriminating materials to the CCDI under his real name.® Denun- 
ciations by jilted or unhappy mistresses pose yet another risk for cor- 
rupt officials. Chinese media frequently report such instances.In our 
sample, only one official, Shan Zengde, who had served as an execu- 
tive deputy mayor of a large city in Shandong, was brought down by 
his unforgiving mistress, who in 2012 posted on the Internet a hand- 
written note by Shan promising to divorce his wife and marry her 
(which he did not do).66 

Political rivals of officials colluding with private businessmen also 
provide useful information to investigators that can result in the dis- 
covery of crimes committed by these officials. In most cases, these 
rivals are themselves corrupt. One such example is the detection of 
Xu Zongheng, the mayor of Shenzhen. He was denounced by Wang 
Huayuan, who as Guangdong’s CCP anticorruption chief had long 
suspected or had materials on Xu, whom he disliked deeply. Most 
likely because he himself was dirty as well, Wang did not bring a case 
against Xu while he was in charge of Guangdong’s CDI. But he gave 
investigators information about Xu as soon as he was arrested in 2009 
for helping a criminal suspect elude arrest.” Another high-profile 
corruption case that involved rivalry between a mayor and his boss, 
the party chief, occurred in the city of Lanzhou. Zhang Yushun, a 
former mayor, went to great lengths to gather dirt on his two col- 
leagues, the city party chief, Wang Jun, and the executive vice mayor. 
Zhang mailed the materials anonymously to the CCDI when it was 
investigating a real estate developer connected with the two rivals. 
Largely because the information provided by Zhang was too credible 
to ignore, the CCDI began to scrutinize the activities of Zhang’s ri- 
vals. Ironically, the probe also uncovered Zhang’s own corrupt acts, 
for which he received a long jail sentence. Bitter rivalry among local 
officials that ultimately ends in “mutually assured destruction” is 
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common. The party chief of Nanjing, Yang Weize, was denounced by 
the father-in-law of his foe, the mayor of Nanjing, as soon as the 
mayor was arrested by the CCDI in 2013. After the CCDI detained 
the head of the Tianjin procuratorate in 2006, he immediately pro- 
vided the investigators incriminating information on the corruption 
of his nemesis, Tianjin’s police chief Song Pingshun (who later com- 
mitted suicide).°? 

However, by far the most potent tool available to investigators is 
to detain the spider in this web of corruption—the businessman who 
has bribed most of the officials—and force him to reveal his cocon- 
spirators. In our sample, incriminating information extracted from 
private businessmen constituted the most reliable leads that resulted 
in the discovery of official misconduct. In this process, the unraveling 
begins when the private businessman is arrested for reasons that are 
often unrelated to the officials with whom he has colluded. Once he 
is in custody, he has an incentive to seek leniency by exposing the of- 
ficials he has bribed. In the Shaoxing case, a real estate developer was 
arrested for bribing officials in 2007; he then told investigators that 
he had also bribed six other officials, who were soon detained.” In 
some cases, businessmen who have bribed multiple officials also keep 
a detailed record of the amounts and the recipients, giving investiga- 
tors documentary evidence and substantial assistance in identifying 
the involved officials. One typical case is the land scandal in Fei- 
dong County in Anhui in 2006. The crime was uncovered when a 
real estate developer was questioned about commercial bribery. 
During the investigation, he confessed that he had bribed the head 
of the county land bureau, its deputy chief, a district mayor, a 
deputy county party chief, and many others. These leads then en- 
abled the investigators to find even more officials who were not 
connected with the businessman.” 
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Cronyism and Governance 


Cronyism not only produces illicit windfall profits for government 
officials and private businessmen, but also generates harmful spill- 
over effects undermining local governance, including judicial integ- 
rity, law and order, and public safety. In some cases, such effects are 
the direct and deliberate consequences of the actions taken by the 
colluding officials and businessmen. In other cases, these effects in- 
directly result from their illicit activities. 

One common practice found in our sample is the violation of 
safety or environmental rules or a cover-up of such violations that 
directly harms public safety and undermines law enforcement. 
Typically, government officials who have accepted bribes from 
businessmen allow the tolerance of such violations or cover-ups to 
protect the business interests of the bribers. One example is the po- 
lice chief in a prefecture in northern Guangdong. After he took 
300,000 yuan from the owner of a private coal company during 
2005-2008, the police chief made sure that his highway patrol offi- 
cers would no longer stop the company’s overloaded coal trucks. A 
few years later, the businessman also gave 2 million yuan to the po- 
lice chief and asked him to intervene in a criminal probe.” Shan 
Zengde, a local official in Shandong, helped reduce environmental 
fines levied on the firms owned by a businessman who had given him 
1.31 million yuan in bribes over a decade before Shan’s fall in 2013.5 
In the 2006 scandal in Chenzhou City in Hunan, the municipal pro- 
paganda chief censored local media coverage of mining accidents to 
protect coal mine owners who had bribed his patron and boss, the 
municipal party chief.” 

Officials have also helped their friends, tycoons and crime bosses 
alike, to evade the law or seize public property. When he found that 
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he was the target of a criminal investigation in 2006, Huang Guangyu, 
founder of Gome Electronics Stores and once China’s richest busi- 
nessman, bribed a succession of senior law enforcement officers in 
2006 who were investigating him for money laundering, insider 
trading, and financial fraud. His case led to the fall of Guangdong’s 
former provincial police chief, the former head of the provincial CDI, 
an assistant minister of public security, a deputy director of the 
economic crime investigation bureau of the ministry of public secu- 
rity, the mayor of Shenzhen, and several others.” In 2008, Wang 
Huayuan, the former head of the Guangdong CDI implicated in the 
Huang case, alerted a businessman, who was engaged in money laun- 
dering and other crimes, about his pending arrest, enabling him to 
escape.” Li Qiliang, a county party chief in Guangxi, took bribes 
from a local mobster in return for helping him get mining permits 
and land during 2005-2007. His successor was bought off by the same 
mobster, as were the executive deputy county magistrate and the CCP 
secretary in charge of law enforcement.” The private mine operators 
who bribed Wan Ruizhong and his colleagues in Nandan, Guangxi, 
also allegedly had ties to organized crime.” 

The sample cases yield some evidence of the dark role played by 
corrupt officials in forced evictions in urban and rural areas. Such 
evictions typically involve the use of intimidation and force by the 
police and even organized crime in order to drive urban residents out 
of their houses and farmers off of their land. Victims often resist such 
evictions because the real estate developers acquiring the land usu- 
ally offer insufficient compensation. However, with the support of 
local officials, these evictions can be carried out despite public out- 
rage and occasional riots. In such cases, local officials are suspected 
of taking bribes to help the businessmen carry out the evictions and 
seize the land. In our sample, we have official documentary evidence 
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establishing the link between bribes paid to local officials and forced 
evictions. In the list of bribes collected by Wang Xianmin, a county 
CCP chief in Gansu, he took 150,000 yuan from a businessman to 
help his hydropower station evict residents and remove those who 
resisted eviction during 2007-2009.” Wang Huaizhong, former party 
chief of Fuyang in Anhui, personally intervened to help a real estate 
developer evict local residents. Wang later received a bribe of 200,000 
vuan Di Li Dalun, the Chenzhou party boss, also received a request 
for help from a real estate developer in 2005 when he encountered 
violent resistance from villagers whose land he was trying to acquire. 
Li duly obliged because the businessman had given him $4,000 and a 
Rolex watch worth 40,000 Hong Kong dollars.*! 

Another common practice found in our sample cases is interfer- 
ence in commercial disputes undertaken by powerful officials that 
would benefit their business cronies. The head of the municipal CDI 
in Chenzhou, Zeng Jinchun, interfered in court proceedings at least 
three times, according to his indictment. In a bitter legal fight be- 
tween two businessmen during 2002-2004, Zeng took bribes from 
both sides, but directed a vice president of the Chenzhou Interme- 
diate Court to render a ruling favoring the defendant who had given 
him the bigger bribe. Zeng also ensured that those who bribed him 
could operate illegal mines with impunity. In addition, Zeng ran a 
mafia-style protection racket. He sold special logos to private firms 
for an annual payment to avoid harassment by local authorities. Pri- 
vate entrepreneurs refusing to purchase such protection were arrested 
and detained until they paid what were, in effect, ransoms.š In 
Maoming in Guangdong, a private businessman who illegally seized 
control of a plot of land purchased by a group of investors bribed the 
city’s party chief and deputy executive mayor, who instructed 
the local court to grant the businessman legal title to the land. One 
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of the investors who went to the police to report the illegal seizure of 
his property was arrested in 2009.** In Guangdong, the head of the 
provincial CDI intervened in 2006 in a commercial dispute on behalf 
of a Hong Kong businessman who had bribed bim 5" 

Wealthy private businessmen who have developed close ties with 
local officials are also eager to gain political status through bribes. 
Our cases indicate that the presence of private businessmen in the 
national and local people’s congresses and the people’s political con- 
sultative conferences is both significant and likely the result of 
bribes. Zhu Siyi, a coal tycoon in Guangdong, paid 200,000 yuan in 
bribes to secure a seat on the National People’s Congress in 2008. 
He also paid 1 million yuan to the head of the provincial United 
Front Department for a vice chairmanship of the provincial federa- 
tion of industry and commerce because this position would give 
him opportunities to network.’ During 2007-2008, Zhou Zhen- 
hong, the former party chief of Maoming and head of Guangdong’s 
Department of United Front, took 1.8 million yuan in bribes from 
five real estate developers and helped them become members of the 
Guangdong People’s Political Consultative Conference (two of them 
members of its standing committee). The deputy governor of 
Inner Mongolia, Liu Zhuozhi, also took bribes and helped two local 
businessmen become members of the local people’s political consul- 
tative conference while he was party chief of a prefecture in Inner 
Mongolia during 2004-2008.°* As we shall show, even many mafia 
bosses have managed to buy their way into local people’s congresses 
and political consultative conferences. 


As hypothesized earlier, collusion is most likely in sectors where par- 
tially reformed and contested property rights attract rent-seeking 
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businessmen. Collusion allows private businessmen to overcome veto 
threats from claimants contesting the rights to the assets they seek to 
acquire and from various bureaucratic agencies with authority over 
the disposal of these assets. For the most part, a salient feature of 
these sectors is the high degree of state control of the markets in 
which these assets are traded. As a result, businessmen succeeding in 
acquiring these assets can expect windfall profits by bribing officials. 
This process benefits both sides. What is notable is the total absence 
of such collusion in competitive sectors where economic reforms 
are more thorough and property rights are more clearly defined. 
There are few cases of collusion between officials and businessmen in 
the more marketized and highly competitive sectors such as retail, 
light manufacturing, and export-oriented industries. 

Collusion with officials may be immensely profitable for private 
businessmen, but it benefits a small minority and harms a large ma- 
jority. Obviously, the majority of the victims include legitimate claim- 
ants for contested property rights, such as workers, peasants, and 
urban residents. However, many, if not a majority, of private busi- 
nessmen are also victimized by crony capitalism. Our cases show 
that unscrupulous private businessmen often manage to bribe 
powerful officials who then use the police and the judiciary to arrest 
and jail the competitors of their cronies. The “bad money driving out 
good money” dynamic prevails in the world of crony capitalism. The 
unavoidable outcome is the dominance of these lucrative sectors by 
the most well-connected private businessmen. 

Because of this dynamic, the crony networks connecting officials 
and private businessmen have become deeply embedded in the fabric 
of China’s politics and economy. These networks have developed their 
own operational rules, codes, and tactics, which in turn have become 
widespread among officials and businessmen and have facilitated 
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their illicit transactions. It can be argued that a market for influence 
and corruption has fully matured—particularly in sectors where 
market forces are either weak or nonexistent. Despite its periodic 
crackdowns on corruption, the Chinese party-state has proven largely 
ineffective in eradicating these crony networks. To be sure, at the tac- 
tical level, Chinese anticorruption investigators have potent tools in 
uncovering and prosecuting individuals involved in collusive corrup- 
tion. But these tactics are useless in eradicating the systemic causes of 
the collusion in China. The patron-client relationship that underpins 
the hierarchy of the CCP is one that forms closely knit cliques among 
officials based on personal ties and, in many instances, complicity in 
crime. As long as such relationships endure, officials engaged in cor- 
ruption can count on protection from their friends and colleagues in 
higher places. The other reason that collusion between officials and 
businessmen is impossible to eradicate is the continuation of state 
dominance in key sectors of the economy, which creates abundant 
rents that attract enterprising businessmen and allows officials al- 
locating such rents to cash in on their power. 

Finally, collusion between officials and businessmen has perni- 
cious effects on governance and leads to the concentration of power 
in the hands of a minority of cronies. Our sample cases show that 
such collusion can easily spawn lawlessness in the marketplace, com- 
promised public safety, violations of human rights, and immunity 
granted to a small elite. Most worryingly, some evidence in our cases 
suggests that crony networks have gained dominance in the political 
and economic activities of prefecture-sized jurisdictions (Fuyang in 
Anhui, Chenzhou in Hunan, and Maoming in Guangdong) where 
corrupt party chiefs, mayors, police chiefs, and their business allies 
have turned their jurisdictions into virtual local mafia states. Addi- 
tionally, it appears that private businessmen who have succeeded in 
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making windfall profits through collaboration with local officials are 
not content with their financial gains. They seek formal political in- 
fluence and status, such as that which can be delivered by member- 
ship on national and local legislatures and on people’s political con- 
sultative conferences at various levels. At the moment, these bodies 
have mostly symbolic influence. However, such concentration of 
wealth and power bodes poorly for China’s democratic future. In the 
event of a regime transition, businessmen who have gained illicit 
wealth and access to political power could well become China’s new 
oligarchs, with real political power. 
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Stealing from the State: 
Collusive Corruption in 
State-Owned Enterprises 


A ruling party has enormous power in allocating resources. 


—Xi Jinping, May 9, 2014 


EXECUTIVES of Chinese SOEs, all of them CCP members, prob- 
ably need no reminder from their general secretary that they wield 
enormous power over economic resources. But based on press re- 
ports and official data on widespread collusion in SOEs, these ex- 
ecutives may not use such power in ways Xi would endorse.'! Com- 
pared with officials in other state institutions, executives in SOEs 
clearly have more direct control over state-owned property and 
more opportunities to steal. Such theft, now systematic and en- 
demic, is another defining aspect of crony capitalism in post-Tian- 
anmen China. To be sure, corruption in SOEs also occurred in the 
1980s. However, since the early 1990s such corruption has acquired 
qualitatively different characteristics and now resembles looting 
more than petty theft. As we have seen, the combination of decen- 
tralized control of property rights and greater executive autonomy 
in SOEs has made the plunder of the property of the Chinese state 
easier to perpetrate. It is thus no surprise that the most salient 
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characteristic of corruption in SOEs since the early 1990s is its col- 
lusive nature.2 

Although the Chinese government does not provide much data on 
collusive corruption in SOEs, available evidence suggests that it is 
widespread. In Jiangsu, according to the provincial procuratorate, 
60 percent of all woan and chuanan prosecuted in 2000 occurred in 
SOEs. In Shanghai, 80 percent of all woan and chuanan prosecuted 
in 2000 took place in SOEs. Zhejiang’s provincial procuratorate re- 
ported that, between 2001 and 2013, 20 percent of the corruption 
cases in SOEs were waan or chuan’an.> One annual report that 
tracks crimes committed by Chinese businessmen in both SOEs and 
private companies that were covered by the Chinese press notes that 
such cases account for a large share of all publicized corruption cases 
in SOEs. Of the eighty-two corruption cases in SOEs reported in 
detail in the media in 2012, thirty-nine involved multiple individuals 
(roughly half of them involved more than three people). Altogether 225 
people were involved in thirty-nine cases (averaging 5.5 individuals per 
case). Eighteen of the thirty-nine cases involved senior executives and 
their subordinates.’ Of the sixty-one SOE corruption cases reported in 
the media in 2013 for which the number of perpetrators was known, 
twenty-four involved multiple perpetrators (averaging 7.6 per case).° Of 
the 245 prosecuted criminal cases against SOE executives in 2014, 
forty-two were explicitly identified as cases of collusion.® The data pro- 
vided by the annual reports during the period 2011-2014 reveal four 
salient characteristics of corruption in SOEs. 

First, these cases often involve very large sums. In 2011, the av- 
erage amount per case was nearly 21 million yuan. The category of 
crime that involved the largest amount of money was “unauthorized 
use of public funds.” In most cases, SOE executives use their com- 
pany’s funds to invest in stocks or to fund loans to other companies 
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and then pocket the income. In 2011, the average amount involved in 
this category was about 85 million yuan. The average amount in em- 
bezzlement cases was 15 million yuan. The average amount in bribery 
cases (involving SOE executives only) was 2.5 million yuan.” How- 
ever, the amounts reported for 2012 were much smaller. According 
to the 2012 report, the average amount was 430,000 yuan in bribe- 
taking cases and 1.9 million yuan in embezzlement cases. (The 2013 
and 2014 reports did not provide similar data.)* 

Second, in terms of occurrence, bribe-taking, embezzlement, and 
unauthorized use of public funds are, in that order, the three most 
commonly committed crimes by SOEs executives. In 2011, of the 
eighty-eight SOE corruption cases, bribe-taking occurred in forty- 
five of them, twenty-four were embezzlement cases, and eleven were 
cases of unauthorized use of public funds. In 2012, of the eighty-five 
SOE corruption cases, thirty-nine were classified as bribe-taking, 
twenty-four involved embezzlement, and eight were cases of unau- 
thorized use of public funds. The share of these three crimes was 
roughly the same in 2013. In 2014, of the 245 cases, specific criminal 
complaints against SOE executives were provided in 181 of the cases. 
Charges of bribery, embezzlement, and misappropriation of public 
funds were filed in 67, 28, and 17 percent of the cases, respectively.’ 

Third, corruption is most likely to occur in financial manage- 
ment, contract bidding, capital-raising, and personnel management 
(code word for maiguan maiguan). In 2012, sixty-nine of the eighty- 
five SOE corruption cases identified the specific activities: Thirty- 
one cases involved financial management, thirteen contract bidding, 
seven raising capital, and seven maiguan maiguan. In 2014, specific 
criminal activities were identified in 227 of the 245 cases. Of these, 
forty-seven were in financial management, thirty-four in contract 
bidding, and thirty-one in maiguan maiguan.”° 
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Fourth, corruption is more common in large SOEs. Based on the 
2014 report, which identifies the size of 190 of the 245 SOEs, 176 were 
large SOEs and four were mega SOEs." One explanation is that after 
the restructuring of the SOEs in the late 1990s, the state retained most 
of the large SOEs. The other is that large SOEs have complex opera- 
tions and conduct high-value transactions that can make them attrac- 
tive targets for potential bribe-givers and that allow corrupt executives 
to carry out and hide their criminal activities with greater ease. 

While aggregate data may give us a broad picture of collusive 
corruption in SOEs, they are insufficient to help us understand the 
complex processes, relationships, and methods in this type of cor- 
ruption. In the section below, we examine fifty such cases that have 


received extensive coverage in the Chinese media. 


Key Findings 
The data in Table A.3 in the Appendix capture some of the broad 
trends and parameters of collusive corruption in SOEs. It is clear that 
collusive corruption in SOEs is geographically widespread. Of the 
fifty cases sampled here, forty-two involved SOEs owned by munic- 
ipal and provincial governments in eighteen provinces, and eight 
occurred inside giant national SOEs and their provincial subsidiaries. 
Another notable feature of collusive corruption in SOEs is that it has 
pervaded all sectors, including retail, manufacturing, services, utili- 
ties, banking, and natural resources. It is also evident that the amount 
stolen by the chief culprit was relatively small in the 1990s and early 
2000s but it has risen to astronomical levels since the late 2000s. For 
instance, there were eleven cases in which the lead culprit was caught 
by 2003. Of these cases, the amount of corruption income attributed 
to the lead culprit exceeded 6.4 million yuan, the median in the 
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sample, in only one case. There is also a rough correlation between 
the amount of money the chief culprit is charged with stealing 
and the total amount of money involved in the corruption case H Of 
the twenty-four cases for which the alleged total corruption income 
of the lead culprit was below the 6.4 million yuan median, the total 
amount of money involved exceeded the median amount—28 million 
yuan—in only four cases. By contrast, of the twenty-four cases for 
which the alleged total corruption income of the lead culprit was 
above the 6.4 million yuan median, the total amount of money in- 
volved exceeded the median amount in fourteen cases. One explana- 
tion may be the copycat effect: Under a greedier chief culprit, his co- 
conspirators or other underlings have fewer inhibitions against theft. 
The other explanation is the cost of greed: The chief culprit is willing 
to take big risks to realize large sums of corruption income. 
Generally speaking, participation in collusive corruption in SOEs 
can yield attractive returns for its perpetrators. Compared with local 
officials engaged in selling offices and other corrupt activities studied 
in Chapter 3, corrupt SOE executives in the sample report much 
more total corruption income. While the average amount of corrup- 
tion income for local officials is 6.45 million yuan (see Table 3.1), that 
for SOE executives is almost 30 million yuan, nearly five times more. 
The median amount for local officials is 3.81 million yuan, but that 
for SOE executives is 6.4 million yuan, two-thirds more (Table A.3). 
Of course, there is greater variation in SOE executives’ capacity to 
steal. The standard deviation in total corruption income for SOE ex- 
ecutives is about 63.7 million yuan, ten times the median amount. By 
comparison, the standard deviation in corruption income for local 
officials caught for selling offices and other corrupt activities is 10.5 
million yuan, less than three times the median. One explanation for 
such a disparity is that SOE executives, especially those in large firms, 
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directly control more economic resources, such as contracts, cash, 
and state-owned assets, than local officials. Such control allows them 
to steal more or to demand bigger bribes from private entrepreneurs. 
In addition, SOE executives are better positioned to illicitly privatize 
state-owned assets than local party chiefs, enabling them to amass 
large ill-gotten wealth. Of the forty-eight cases for which the corrup- 
tion income of the lead culprit is available, acts such as transferring 
state-owned assets—land, shares, real estate, and profitable busi- 
nesses—to private firms owned by SOE executives or their relatives 
occurred in thirty-two of them. 

The number of individuals implicated or arrested as a result of in- 
vestigations into these cases varies widely, from as few as three to as 
many as eighty-one. The median number of individuals directly in- 
volved or arrested as a result of investigations is eleven. It is worth 
noting that not all of the individuals involved in a particular case 
were executives in SOEs; some were private businessmen who bribed 
the SOE executives or acted as coconspirators in other capacities.” 
But in each case, multiple executives participated in the alleged cor- 
rupt activities. Compared with cases of selling offices, corruption in 
SOEs may not need to involve a very large number of executives. 
While local party chiefs need to sell a large number of appointments 
and promotions to generate significant income, SOE executives 
usually only need the help of a smaller number of accomplices to 
carry out their crimes without diluting their income. 

The average duration of crimes for the lead perpetrator in our 
sample is 7.4 years. The median duration is seven years, with a stan- 
dard deviation of 3.4 years, roughly similar to that of local officials 
caught for maiguan maiguan. The relatively long duration of crimes, 
during which the lead culprit repeatedly takes bribes or embezzles 
public funds undetected, suggests that, like maiguan maiguan, col- 
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lusive corruption in SOEs is difficult to detect. In addition, the lead 
culprits, often the chairmen or the presidents, typically receive pro- 
motions during this period, another indication of the relative ineffi- 
ciency of Chinese antigraft authorities in detecting theft. 

The data in Table A.3 also confirm that collusive corruption in 
SOEs is mainly perpetrated by senior executives, often the chairmen, 
presidents, or general managers. Of the fifty cases in our sample, 
chairmen, presidents, or general managers are the ringleaders in forty- 
four cases. Given the enormous concentration of power in the 
hands of chairmen, presidents, and general managers inside Chi- 
nese SOEs, vertical collusion is understandably the dominant pat- 
tern. SOE executives caught for egregious acts of corruption do not 
necessarily receive more severe punishments than local party chiefs, 
even though they gain much larger amounts of corruption income. 
Of the fifty lead culprits in our sample, twenty-two received term 
sentences, ten received life, eight drew suspended death sentences, 
and two were executed. Sentences for six perpetrators were not 
known. Forty-five percent of the lead culprits in SOE corruption 
cases received severe punishment (life, suspended death sentence, or 
death), compared with 48 percent of the local party chiefs caught for 
selling offices. The term sentences meted out to SOE executives are 
also comparable to those given to local party chiefs. The average and 
median term sentences for the former is 12.5 and 13 years, respec- 
tively, compared with 13.3 and 13.5 years, respectively, for the latter. 
Despite their larger corruption income, SOE executives do not re- 
ceive more severe punishment than local party chiefs, most probably 
due to the declining progressivity of punishment embedded in 
China’s sentencing practices. What is notable from the one hun- 
dred cases analyzed here and in Chapter 3 is the rare application of 
the death penalty. Only one mid-level local party chief and two 
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low-ranking SOE executives were executed. The data on punishment 
for officials prosecuted for corruption further confirm this observa- 
tion: The party is loath to execute its own agents in all but a handful 
of cases, in contrast to its liberal use of such punishment in the han- 
dling of ordinary criminal cases.’ The only plausible explanation is 
that the CCP has effectively granted most of its elite members a highly 
prized privilege: immunity from capital punishment even when they 
commit the most serious economic crimes." 


Typical Corrupt Activities inside SOEs 


Analysis of the details of the selected cases of corruption inside SOEs 
shows that such activities consist of garden-variety acts of theft and 
greed, such as embezzlement, bribery, and misappropriation of public 
funds, as well as more pernicious forms of looting, such as chan- 
neling lucrative deals to family members and stealing valuable SOE 
assets through illicit privatization. What makes these activities 
unique is that they often require collusion among the key executives. 

Bribery, including kickbacks, occurred in nearly every case in this 
sample. Typically, managers of other firms (both private and state- 
owned) that do business with SOEs offer bribes or kickbacks to 
SOE executives to secure contracts or maintain existing business re- 
lationships. For example, in the case of Gansu Lanzhou Tansu 
Group, a key producer of carbon that had 20 percent of the national 
market share, its chairman and president, Pan Xiguang, and five 
other executives collected 3.54 million yuan in bribes from their sup- 
pliers between 1999 and the mid-2000s. In return, they purchased 
inputs from connected businessmen at a 10-20 percent markup, while 
selling the company’s products at an 18-26 percent discount.” In the 
scandal at Fujian Long Steel Group (uncovered in 2003), two succes- 
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sive presidents and a vice president accepted relatively small bribes 
from suppliers.!š The two successive presidents of Hengshan Iron 
Corp., a Zhejiang-based metal company that later went bankrupt, 
took kickbacks from private businessmen during 1994-2003, while 
several mid-level managers in the firm received bribes from cus- 
tomers for selling them “waste” that could be reprocessed.” 
Obviously, the amount of bribes can be large if the executives are 
in charge of giant SOEs that hand out lucrative contracts. In 2013, 
Lu Xiangdong, vice president of China Mobile, the nation’s largest 
telecom firm, was convicted of accepting more than 20 million yuan 
in bribes from ad agencies for giving them China Mobile’s ad busi- 
ness.” Wang Xiaojin, the longtime chairman and president of Gujin 
Group, a large spirit maker based in Anhui, received more than 10 
million yuan in bribes from suppliers, ad agencies, and other parties 
that did business with his firm during 1991-2007. Guo Xinmin, a 
deputy general manager in charge of sales, was convicted of accepting 
6.8 million yuan in bribes and possessing 28.8 million yuan in “unex- 
plained large amounts of wealth.” Another four senior executives in 
the company each pocketed over 5 million yuan in bribes.” A similar 
example is the scandal in Shaanxi Electric Power Group, which re- 
ceived 7.7 billion yuan from the Chinese government to upgrade the 
rural electric grid in the province in 1998. Fifty-four individuals were 
involved. Among other things, executives of the firm took bribes for 
purchasing shoddy equipment from suppliers at inflated prices. The 
president, Wang Wenxue, was convicted of taking bribes totaling 
7.1 million yuan.” A corruption case in a refinery of Yanchang Oil 
Corp., the fourth largest oil company in China, involved four cocon- 
spirators who received large sums of bribes for awarding contracts. 
The lead culprit, a deputy chief engineer named Li Xin, was convicted 
of receiving 5.3 million yuan in bribes for two transactions in 2012.” 
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The second most frequent form of corruption is embezzlement and 
misappropriation. The two categories are, according to the Chinese 
criminal code, distinct crimes, although in practice this distinction 
is often blurred since both acts involve the theft of SOE funds. Chi- 
nese prosecutors distinguish the two acts by defining embezzlement 
as stealing public funds and misappropriation as unauthorized tem- 
porary use of public funds for private benefit. If a government official 
or SOE executive spends public funds with no intention of repay- 
ment, this constitutes embezzlement. If the same individual tem- 
porarily appropriates public funds for an unauthorized purpose but 
eventually returns the funds to the government after reaping the ben- 
efits (typically the income generated by the unauthorized use of the 
funds), this is misappropriation. Both are profitable activities carried 
out by senior SOE executives, often in close collaboration with direc- 
tors of finance. In some cases, senior executives pocket the stolen 
funds themselves, but in many instances they share the embezzled 
funds with other executives as bonus payments or fringe benefits.” 
Embezzlement and misappropriation frequently occur inside Chi- 
nese SOEs mainly because of poor financial controls, which allow se- 
nior executives to cook the books, conceal profits, and keep slush 
funds that they can tap for personal benefit. 

A simple but representative method of embezzlement in SOEs is 
the use of their funds to reimburse personal expenses. One example 
is Xu Minjie, a senior vice president of China Ocean Shipping Group 
(COSCO), which was rocked by the arrests of seven senior executives 
in late 2013. Xu was convicted of getting the firm to reimburse him 
308,000 yuan for his wife’s dining and beauty treatment expenses 
over a four-year period.” An equally simple method is to pocket un- 
expended funds not recorded on the books. During 1998-2002, Hou 
Ximing, general manager of Qilu Petro Chemical Corp., Sinopec’s 
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branch in Shandong province, embezzled 280,000 yuan from the 
funds left over from employees’ benefits and capital projects.”° An- 
other routine method of embezzlement is fabrication of an SOE’s 
finances. When Zhongshan Huaqiao Real Estate Co. was about to 
be privatized in 1997, five executives, including the firm’s general 
manager, his deputy, and the chief accountant, faked the firm’s led- 
gers and stole 4.5 million yuan, which they later shared among 
themselves.” A similar case occurred in 1998 in Chongqing. During 
the privatization of Pengshui Food Services, a struggling small SOE, 
four of its senior managers, including the manager, the party chief, 
and the finance chief, conspired to hide three real estate properties 
owned by the firm and to later sell them, sharing the proceeds 
among themselves.” 

Embezzlement can assume more subtle forms. In the corruption 
case at the Capital Highway Development Corp., the chairman, gen- 
eral manager, and chief financial officer were all involved in using 
3.17 million yuan in refunded insurance premiums in 1996, which 
were not recorded on the company’s books, to purchase private in- 
vestment products for the senior executives of the firm.” In the Qing- 
hai Energy Development Group scandal, with the endorsement of 
the firm’s president, the director of finance and his deputy engaged 
in an elaborate scheme of fabricating the firm’s financial statements 
and hiding 32 million yuan in profits, which they used to pay extra 
bonuses to senior and mid-level executives during 2005-2013. In one 
instance, the president asked the newly appointed party chief and 
chairman of the firm whether senior management should get extra 
pay ahead of the Chinese New Year in 2013. After receiving permis- 
sion, he ordered the financial chief to dip into the slush fund to pay 
out 270,000 yuan to twelve senior executives of the Company 2 
Nanping Mining Development Corp. had several joint ventures with 
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private firms during 2004-2007. Under the direction of the general 
manager of the SOE, the executives fabricated accounts, illegally 
shared the hidden profits of the joint ventures, and misused their 
funds for personal purposes.*! 

In the simpler cases of misappropriation, perpetrators use SOEs’ 
funds for unauthorized purposes but later quickly return them. Xue 
Yuquan, chairman of Shandong Gold Corp., needed 4 million yuan 
in capital to register a private firm he and another accomplice were 
setting up in 1997. He ordered the director of finance to transfer 4 
million yuan of the company’s funds into the bank account of his 
private firm, assuring him that the funds would be repaid once the 
registration was completed. Working with a local branch man- 
ager, the director of finance carried out the scheme, depositing the 4 
million yuan in the account owned by Xue’s private firm and trans- 
ferring the funds back in three weeks.” But the thin line between 
misappropriation and embezzlement is crossed when misappro- 
priated public funds generate income which SOE executives keep 
for themselves. Zhang Shen, chairman of Qilu Petro Chemical Corp., 
misappropriated more than 6.5 million yuan between 1999 and 2001, 
and deposited some of the funds in bank accounts controlled by his 
mistresses, one of whom transferred the funds into a company she 
owned.” Ying Guoquan, chairman of Wenzhou’s largest state-owned 
grocery store chain, misappropriated 38.9 million yuan of his firm’s 
funds between 2006 and 2010 to finance the operations of a private 
company owned by his son and a Driend "7 In some cases, when SOE 
executives misappropriate public funds to speculate in risky invest- 
ments, they may incur heavy losses. Liang Jingli, chairman of Liuzhou 
Iron and Steel Group, directed the deputy finance chief of the com- 
pany in 2009 to provide him with 20 million yuan in company funds 
for personal investments in the stock market, although it is not 
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known what happened to his investments.” The finance director of 
a subsidiary of Qinghai Energy Development Group was much less 
lucky. He misappropriated 80.8 million yuan of the firm’s money to 
buy lottery tickets during 2010-2013. Not a cent was recovered.*° 


Insider Privatization through Collusion 


Crimes such as bribery, embezzlement, and misappropriation of public 
funds may generate impressive corruption income for their perpetra- 
tors, but the amount of wealth gained from such activities pales in 
comparison with the windfall profits through illicit privatization of 
SOE assets. More complex and demanding, illicit privatization re- 
quires collaboration among numerous executives who may have direct 
or indirect influence in the acquisition and disposal of state-owned 
assets. In nearly all cases, the participation of the most senior execu- 
tive, the chairman or president of the SOE, is a prerequisite. But even 
his power may not be enough to ensure the smooth execution of his 
schemes because he alone does not control all the necessary proce- 
dures required to complete such transactions. The cases in this study 
show that incipient forms of illicit privatization emerged in the early 
1990s, and over the years SOE executives engaging in this activity have 
acquired increasingly sophisticated means to seize control of state- 
owned assets for free or at a nominal cost. In this section, we identify 
and analyze these methods. 


Self-Dealing 


One relatively easy way for executives to benefit from their power in 
SOEs is to channel their firms’ business to companies owned by 
themselves or their family members. Such activities do not require 
the transfer of the legal title to the SOE assets but do produce plentiful 


163 


Chinas Crony Capitalism 


benefits. The nature of such activities is similar to giving SOE busi- 
ness to private businessmen and then demanding bribes in return. Of 
course, one may question whether such activities should be classified 
as “illicit privatization.” We group them in this category mainly 
because the SOE executives who knowingly and systematically give 
their companies’ business to private firms directly owned or con- 
trolled by their family members effectively act for the benefit of these 
private companies, not for that of the SOEs they manage. The SOE 
assets, which in this case include profitable business, funds, and 
supplies, are deployed by the corrupt SOE executives to generate in- 
come for private firms owned by themselves or their family mem- 
bers at steep discounts or at no cost. 

For example, one mid-level manager of Hengshan Iron Corp., a 
Zhejiang-based SOE that went bankrupt in 2003 due to mismanage- 
ment, set up his own private company and gave 500,000 shares to the 
president of Hengshan Iron. The private company purchased iron ore 
at low prices and then resold it to Hengshan Iron at higher prices.” 
In the mega scandal that embroiled fifteen senior executives at China 
Mobile, the party secretary and vice chairman of China Mobile, 
Zhang Chunjiang, accepted bribes totaling 7.46 million yuan for 
giving the company’s ad and consulting business to two private com- 
panies before he was caught in 2010. Zhang’s wife owned a 15 percent 
stake in one of them.** One of the criminal charges leveled against 
Lin Kongxing, chief of Huazhong Electric Power, was that he gave con- 
tracts to a firm formed by his daughter and son-in-law during 1995- 
2000. Because Huazhong Electric Power was one of the largest elec- 
tric power generators in the country at that time, Lin could demand 
deep discounts from suppliers. He thus ordered suppliers to provide 
materials to the private firm owned by his daughter and son-in-law 
at large discounts and then his daughter and son-in-law would resell 
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the same materials to Huazhong Electric Power at full price, pock- 
eting nearly 83 million yuan in illegal gains.” In the corruption case 
at the Agricultural Development Bank of China, the son of the chief 
culprit, a vice president, owned half of a private firm (even though he 
contributed no capital). The bank purchased equipment worth hun- 
dreds of millions of yuan from this private company between 1996 
and 1999,*° 

Bao Shijia, a senior executive at COSCO in charge of shipping 
crude oil, allegedly helped a firm owned by his son and daughter-in-law 
to reap huge profits by trading oil.*! Liang Jingli, the disgraced 
chairman of Liuzhou Iron and Steel Group. in Guangxi, helped his 
daughter set up a trading firm in Hong Kong and bought fourteen 
shiploads of coking coal from her firm, netting her a profit of $5.42 
million in 2012-2013. Liang and thirty-four of his fellow executives 
of the SOE also owned two private firms, to which they transferred 
the SOE’s waste disposal business. They received dividend payments 
from these two firms. Wu Rijing, chairman of Xinguang Interna- 
tional Group, one of the largest SOEs owned by the Guangdong pro- 
vincial government, established a subsidiary in 2006 which was con- 
trolled by an accomplice. Wu helped the subsidiary raise funds and 
gave it the contracts won by Xinguang International. A year later, 
Wu asked his crony to loan 25 million yuan to a company owned by 
Wu's two brothers.” 


Asset Stripping and Theft 


Taking legal control of state-owned assets at deep discounts or no 
cost is the surest way for SOE executives and their families to amass 
a fortune. In our sample, SOE executives who managed to seize state- 
owned assets in this way gained the most corruption income. Given 
the lax control over SOEs and enormous discretionary power enjoyed 


165 


Chinas Crony Capitalism 


by SOE executives, asset stripping and theft can be creatively accom- 
plished through collaborative efforts among SOE executives. One of 
the most popular ways of stripping SOE assets is to form a joint ven- 
ture between the SOE and private companies owned by friends of 
the SOE executives. The SOE executives then transfer assets to the 
joint venture at a discount or inflate the equity contribution from 
the private company. When the scandal at Shaanxi Electric Power 
Group came to light in 2005, investigators discovered that in a joint 
venture formed between one of its subsidiaries with a private real 
estate company, the SOE’s contribution was undervalued by 100 mil- 
lion yuan.** Li Yongxin, chairman of Hebi Coal Group in Henan, 
helped another SOE executive turn one of its subsidiaries into a pri- 
vate company registered in Hong Kong in 2003-2004. In return, he 
received 14 percent of the shares in the new company (worth 3.3 
million yuan). In the corruption case of Guangzhou Yangcheng 
Group, which went bankrupt in 2001, the chairman of the SOE sold the 
company’s assets to a private entrepreneur at a steep discount. Guang- 
zhou Yangcheng invested 178 million Hong Kong dollars (HKD) in 
1997 for a 55 percent stake in a joint wood-processing plant with a 
private firm. When the firm began production and was valued at 1 
billion HKD, Luo Hong, the chairman of Guangzhou Yangcheng, 
“sold” the 55 percent stake to the private businessman at the original 
price of 178 million HKD. In return, Luo received 2.5 million HKD 
and 200,000 yuan from the private businessman as a bribe. The pri- 
vate businessman also gave 1.04 million yuan and 100,000 HKD to 
the vice chairman and general manager of Guangzhou Yangcheng. 
Another deputy general manager received 4.82 million HKD and 
200,000 yuan in bribes.*° 

A form of reverse asset stripping is to overpay for private assets 
owned by well-connected businessmen who set up joint ventures 
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with SOEs, as in the case of Lanzhou Liancheng Aluminum Corp. in 
1994. The director of the factory, Wei Guangqian, became a friend of 
a private businessman from Guangdong. In addition to receiving 
kickbacks from this private entrepreneur in a land deal, Wei directed 
his factory to form a joint venture with the private businessman, who 
contributed wildly inflated assets (assessed by three people from an 
intermediary agency who were also bribed). The reported value of the 
private businessman’s assets in the joint venture was booked at 91.9 
million yuan, even though they were really worth 20 million yuan. 
Then Lanzhou Liancheng Aluminum made a cash investment of 31.7 
million yuan in the joint venture (one key executive of Lanzhou Lian- 
cheng received 5 million yuan in kickbacks from this deal).*” 

The most sophisticated form of theft usually involves the establish- 
ment of a private company owned by the SOE executives themselves. 
In these schemes, the executives jointly set up a private company as a 
first step. They then proceed to transfer assets of their SOE into this 
private company either for free or at a deep discount. Five executives 
at an unnamed small SOE in Taizhou, in Jiangsu, followed this strategy. 
They first illegally used 400,000 yuan of the SOE’s funds to set up a 
private firm in March 2000 and then, through a variety of illegal 
means, systematically transferred earnings of the SOE to their pri- 
vate firm.*® In the case of Chongqing Haikang Group, its chairman, 
Xiang Daocheng, first formed a private firm with a private busi- 
nessman as a vehicle for purchasing assets owned by a bankrupt SOE 
in 2000. Xiang used his power to force Haikang Group to extend a 
loan of 7 million yuan to close the transaction. After three years, the 
assets (mainly land) purchased by Xiang’s vehicle appreciated 
greatly in value, and his partner sold the land back to the local gov- 
ernment for 39 million yuan.“ With the help of two executives and 
a local party chief, Wang Chengming, chairman of Shanghai Electric 
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Group, was able to inject, as equity,a prime piece of land acquired by 
the SOE at 200 million yuan in 1999 into a subsidiary it partially 
owned. Then the SOE sold its equity in the subsidiary, without any 
markup, to a private firm owned by one of Wang’s accomplices, thus 
repaying the SOE its original investment and making the subsidiary 
totally private. Wang’s accomplice then gave Wang a 50 percent eq- 
uity stake in the now private firm, which owned the land. By 2003, 
the value of the land rose to more than 500 million yuan, giving 
Wang and his accomplices a paper profit of over 300 million vuan 27 

The colluding executives at Guangzhou Baiyun Nonggongshang 
Corp. applied the same strategy. The president of the SOE, Zhang 
Xinhua, set up a joint venture between Guangzhou Baiyun and a pri- 
vate company, Guangye Property, which Zhang actually controlled 
through majority ownership. After this joint venture was formed, 
Zhang transferred various assets of Guangzhou Baiyun (factory 
buildings and land) to the joint venture. In 2006, Zhang formed a 
new private company and recruited some of his colleagues in Guang- 
zhou Baiyun to this new company and gave them shares. The new 
company then purchased the minority stakes (valued at the original 
price of 120,000 yuan) held by Guangzhou Baiyun in the joint 
venture—even though the real market value of the joint venture had 
risen to 284 million yuan due to the injection of undervalued assets 
owned by Guangzhou Baiyun. Zhang himself owned 25 percent of 
the new firm (worth 75 million yuan).*! 

Ying Guoquan, chairman of Wenzhou Cailanzi Group, an SOE 
based in Wenzhou, used a nearly identical scheme to steal state- 
owned assets (mainly land) worth more than 100 million yuan 
between 2003 and 2006. Ying and several of his fellow executives 
first formed a new mixed-ownership firm called “Cailanzi Develop- 
ment Corp. Limited.” In Chinese, with the exception of two charac- 
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ters,the name of the new company is nearly identical to the name of 
the SOE that Ying headed (Cailanzi Group Corp.). After success- 
fully lobbying the Wenzhou city government to allocate, at a deeply 
discounted price, a valuable plot to the SOE (Cailanzi Group Corp.), 
Ying and his coconspirators then bribed two city officials, who changed 
the two characters in the relevant documents of the municipal gov- 
ernment and named the new firm, Cailanzi Development Corp., as 
the recipient of the land. The fraudulent scheme netted Ying and his 
fellow executives, who were majority owners of the new firm, more 
than 110 million yuan in paper profits before it was uncovered.” 
The best opportunity for SOE executives to acquire valuable state- 
owned assets is gaizhi.* Literally translated as “ownership system 
change,” gaizhi is privatization in all but name. Through gaizhi, a pre- 
viously wholly owned SOE may be transformed into one of mixed 
ownership (state-collective or collective-private) or full private 
ownership. Two groups of officials are in charge of gaizhi. The mem- 
bers of the first group are local government officials (party chiefs, 
mayors, and members of development and reform commissions). The 
second group consists of senior executives in SOEs. If they buy off 
local officials, the SOE executives can acquire the state-owned as- 
sets cheaply. This was the case in the privatization of Huangyan Real 
Estate Development Corp. owned by the district government of 
Huangyan in Zhejiang. Chen Xi, the SOE’s chairman, who was also 
a deputy director of the district’s bureau of land resources, bribed 
the district mayor, executive vice mayor, and three other local offi- 
cials, who in turn helped him carry out his scheme. After the as- 
sessor hired by Chen concluded that the SOE was worth 33.4 million 
yuan, the local government agreed to this valuation and authorized 
the ownership change in December 2002. Chen and his son subse- 
quently owned 85 percent of the new firm. Because the assets were 
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so severely undervalued, Chen and his son reaped huge profits. In 
2003 alone the newly privatized firm generated a profit of 60 million 
yuan and claimed assets of over 1 billion yuan.** 

However, even without the help of local officials, SOE executives 
can steal valuable assets by keeping them concealed during gaizhi. 
When Pengshui Food Services was privatized in 1998, its four top 
managers hid three real estate properties and later sold them, sharing 
the proceeds of 1.85 million yuan.” Compared with executives at 
large SOEs in control of far more valuable assets, these four exec- 
utives were petty thieves. Wang Yongchun, general manager of a 
government-owned real estate firm in Lanzhou, succeeded in hiding 
more than 84 million yuan in SOE assets when his SOE was priva- 
tized in 2007. His method involved misclassifying three subsidiaries 
during the valuation phase as “collective” rather than “state.” Ac- 
cording to the regulations, collectively owned assets could be kept in 
the newly formed entity. As a result, Wang owned 2.4 percent of the 
new “collective” firm, worth millions of vuan 27 Wu Xiaoli, general 
manager of a Shanghai SOE, applied a slightly different method to 
gain control of valuable real estate owned by her SOE. When her SOE 
went through an ownership change in 2010, Wu concealed the real 
estate assets and later owned 49 percent of the newly formed private 
firm. The value of the real estate was roughly 42 million yuan.” 


Looting through Ostensibly Legitimate Asset Transactions 


The third form of looting SOEs is through sweetheart, albeit osten- 
sibly legitimate, asset transactions with favored private businessmen. 
In these deals, the SOEs typically purchase assets owned by private 
businessmen at inflated prices or sell them SOE assets at deep dis- 
counts, thus transferring large amounts of state-owned wealth into 
private hands. The scandal at China National Petroleum Corp. 
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(CNPC) revealed how profitable such transactions were for private 
businessmen who had befriended powerful politicians and SOE ex- 
ecutives. Jiang Jiemin, the former chairman of CNPC and a protégé 
of Zhou Yongkang, was accused of, in addition to pocketing 14 mil- 
lion yuan in bribes and possessing another 14 million yuan in un- 
explained wealth, helping private businessmen obtain exploration 
and production rights in state-owned oil fields at the behest of Zhou 
Yongkang. According to investigations carried out by Caixin, 
CNPC sold Zhou’s elder son, Zhou Bin, the rights to two blocks in an 
oil field in 2007-2008, which Zhou Bin quickly resold for a reported 
profit of 550 million yuan. Cao Yongzheng, allegedly Zhou Yong- 
kang’s personal fortune-teller, was made a joint venture partner with 
CNPC, and Cao’s firm shared hundreds of millions of yuan in rev- 
enue from a high-yielding block in an oil field owned by CNPC. Cai- 
xin’s reporters found that Cao’s firm had undistributed profits of 1.1 
billion yuan at the end of 2012.2? 

Huang Xiaohu, chairman of Anhui-based Jungong Group, made 
millions of yuan in profits by purchasing state-owned mines at deeply 
discounted prices. One of the transactions he completed was the pur- 
chase of two coal mines owned by Xinwen Mining Group, a giant 
SOE in Shandong. The transaction must have yielded huge profits for 
Huang, who gave 11.38 million HKD in 2009 as an “appreciation” to 
the chairman of Xinwen, Lang Qingtian (who received a suspended 
death sentence for his role in another mega corruption scandal). Sepa- 
rately, Huang also gave 4.5 million yuan in bribes to a local deputy 
mayor in Anhui who helped him purchase a majority stake in a coal 
mine. The corruption case that led to the arrests of multiple senior 
executives at China Resources, a giant state-owned conglomerate with 
$66 billion in revenue in 2014, also centered on questionable large asset 
transactions between the conglomerate and private businessmen. 
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According to press reports, Song Lin, chairman of China Resources, 
overpaid several billion yuan for coal mining assets owned by a 
heavily indebted Shanxi coal tycoon in two transactions in 2010. 
After Song was arrested in 2014, several of his closest aides involved 
in the purchase, including the firm’s chief auditor, the chairman, 
and the CEO of the subsidiary that made the purchase, were all 
detained.” 


Mechanisms of Collusion 


It is hard for SOE executives to steal successfully without aligning their 
interests and assessing the benefits and risks of participation in illegal 
acts. Analysis of the evidence from the sample cases suggests that these 
executives depend on three mechanisms in the formation of collu- 
sive alliances and the commission of criminal acts inside the SOEs. 

The first is maiguan maiguan, the buying and selling of appoint- 
ments and promotions. A vital mechanism in vertical collusion, this 
widespread practice in local governments has also pervaded large 
SOEs, where the top executives have great influence, if not a mono- 
poly, on personnel decisions. Maiguan maiguan performs a key func- 
tion in aligning the interests of corrupt SOEs and facilitating their 
collusion. One obvious reason for the existence of maiguan maiguan 
in large SOEs is that mid-level and senior executive positions are de- 
sirable because they carry high status, offer better compensation, and 
can generate greater corruption income. By contrast, smaller SOEs 
have flatter organizations, and mid-level or senior executive positions 
may not be desirable enough to warrant bribes. Another reason that 
maiguan maiguan facilitates collusion in large SOEs is that this prac- 
tice enables top executives and their subordinates to develop deeper 
personal ties, align their interests, and share risks. Evidently, a top 
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executive will have greater trust in a subordinate who has bribed him 
for a promotion. The last reason that maiguan maiguan breeds col- 
lusive corruption in large SOEs is that those who have purchased 
their executive positions have strong incentives to recover their in- 
vestments by participating in theft. 

In the fifty sample cases, executives in nine of them, all with large 
SOEs, engaged in maiguan maiguan. During his trial in 2015, Jiang 
Jiemin, the former chairman of CNPC, was accused of taking bribes 
to help others to receive promotions. The head of the finance depart- 
ment at the Agricultural Development Bank of China paid a bribe of 
300,000 yuan in 1999 to the vice president of the bank to advance his 
career prospects (he was later promoted to vice president of the bank). 
During his long tenure (2000-2012), Li Changxuan, general man- 
ager of Sinograin Corp.’s Henan branch, received 3 million yuan in 
bribes (all from public funds) from twenty-five subordinates who 
were directors of the firm’s municipal and county affiliates.® Li Renzhi, 
chairman of the Yao Coal Group in Gansu, received 800,000 yuan in 
bribes from fifteen mid-level executives who later received better jobs 
and promotions in 2007-2009. They included the head of the power 
division, director of supplies, deputy director of audits, director of 
safety, and three managers of local coal mining subsidiaries.“ 

The second mechanism is the direct sharing of the illicit income 
from corrupt activities, a common practice in horizontal collusion. 
In most cases, the illicit income consists of bribes and embezzled or 
misappropriated funds. The case involving three managers of the 
Sanming City Materials Group is the most representative. Between 
2005 and 2007, the general manager, his deputy, and the CCP secre- 
tary for discipline inspection at the firm consulted with each other 
and collectively agreed to make loans totaling 2 million yuan to 
another firm using the SOE’s funds. They split the proceeds among 
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themselves.° In some cases, such income is derived from dividends 
generated by the ownership of shares (either voting or nonvoting) 
in private firms that benefit from business with the SOEs. For ex- 
ample, four executives caught for corruption at Nanjing Changta 
Coal Co. in Fujian collectively decided in 1997 to lease part of a coal 
mine to a private businessman in return for receiving nonvoting 
shares and dividend income.” Finally, participation in collusive cor- 
ruption can be motivated by the prospect of partial ownership of a 
new private firm set up with assets stripped from the SOE. Since theft 
of a valuable asset—usually land—is a complex act procedurally, key 
individuals in the firm can be persuaded to participate only with the 
inducement of shares in the new company. The executives at Guang- 
zhou Baiyun and Wenzhou Cailanzi who took part in the scheme all 
owned shares in the new firms that were set up with the stripped state- 
owned assets.*” 

The third and last mechanism of collusion is the knowledge or in- 
formation about corrupt activities carried out by fellow executives. 
In these cases, executives caught by anticorruption investigations did 
not collude directly with each other, but they nevertheless seemed 
to be knowledgeable or aware of their colleagues’ criminal activities. 
As we hypothesize, such knowledge can motivate an official inside 
the Chinese party-state to start his own corrupt activities because, 
in an organization led by corrupt individuals, not only are norms 
subverted but also detection risks tend to diminish (as top corrupt 
leaders do not wish to attract attention by alerting the authorities to 
the possible criminal acts committed by their subordinates). Such 
knowledge gives the perpetrators of corruption some bargaining 
power with the prosecutors when they are caught. The clue to such 
implicit knowledge can be found in the sentencing documents or their 
summaries in the press when a convicted official or a SOE executive is 
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credited with “exposing crimes committed by others” ( jianju taren 
fanzui) or “earning a major merit” (zhongda ligong). Occasionally, 
press coverage of corruption in SOEs and local governments provides 
greater detail on the role played by executives and officials in uncov- 
ering criminal acts committed by their colleagues who are not their 
partners in crime. In our sample, there are six instances in which cor- 
rupt SOE executives received lenient punishment because they pro- 
vided tips to investigators that led to the arrests of other executives 
who were not their coconspirators. One representative example was 
Huang Xiaohu, chairman of Anhui Jungong Group. After his arrest 
in 2013, Huang gave investigators information that his predecessor 
and another senior executive had engaged in bribery and embezzle- 
ment. Huang received nineteen years, instead of a harsher sentence. 
At Capital Development Corp., a senior executive investigated in 2004 
for illegal distribution of state-owned assets, tipped off the prosecu- 
tors about his boss’s corrupt activities. 


Causes of Collusive Corruption 


Large-scale and persistent theft in SOEs is no accident. Such activi- 
ties can best be understood in the institutional context of the Chi- 
nese political economy in general, and that of the SOEs in particular. 
Here we briefly discuss three institutional features that make collu- 
sive corruption in SOEs not only possible, but highly profitable. 


Politicized and Weak Corporate Governance 


Of the fifty sample cases, forty-four involve the highest-ranking ex- 
ecutive in the company, the chairman, president, or party secretary. 
The participation of the most senior executives in large corruption 
cases involving SOEs, collusive corruption cases in particular, is easy 
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to explain. Because the most senior executives in SOEs have near- 
total control in making important business decisions, corruption is 
impossible without the support and participation of these individ- 
uals. Senior executives in SOEs are also well positioned to collude 
with their underlings because most of the latter are their trusted loy- 
alists and supporters (some of the top executives in this sample pro- 
moted or appointed their subordinates in exchange for bribes). The 
combination of the executive power vested in their positions and the 
personal relationships with their junior colleagues greatly facilitates 
collusive activities. 

Additionally, corporate governance in most Chinese SOEs is only 
rudimentary. As revealed by the sample cases, the entities that are 
supposed to have oversight over the chairmen or presidents of the 
SOEs, such as the board of directors, local governments, or local state- 
owned assets supervision and administration committees, exercise 
little control over the major decisions made by the senior executives of 
the SOEs. These entities have little knowledge of the operations 
of the SOEs and conduct only infrequent and cursory inspections of 
the facilities. According to Li Changhan, the president of Sinograin 
Corp. (Henan) who carried out an elaborate scheme to defraud a 
government-sponsored grain subsidy program to the tune of 700 mil- 
lion yuan, Sinograin Corp. rarely looked into the management of its 
Henan subsidiary. When it occasionally sent down inspectors, they 
would be taken to a few well-managed granaries. In fact, in 2008, 
after the Beijing headquarters of the firm received tips about the 
ongoing fraud in Henan, it dispatched auditors to Henan, but they 
uncovered suspect transactions involving only several thousand 
tons of grain, and nothing came of the audit.” 

Corporate governance is particularly weak in SOEs owned by local 
governments. One reason is the long tenure of their top executives. 
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Unlike giant SOEs directly administered by the State-Owned Assets 
Supervision and Administration Commission (SASAC), which have 
stricter limits on age and tenure (although these restrictions have not 
prevented major corruption scandals), locally owned SOEs do not 
have such restrictions.” In the case of Gansu Lanzhou Tansu Group, 
the chief perpetrator was the president of the company from 1987 to 
2002. Wang Xiaojin, chairman of the Anhui Gujing Group, headed 
the company for over twenty years. Li Changxuan, who presided over 
the 700 million yuan fraud at Sinograin Corp. (Henan), headed the 
subsidiary for twelve years. Zhang Xinhua, who organized a sophis- 
ticated scheme to gain state-owned assets valued at over 284 million 
yuan, was the president of a local SOE for fifteen years. Ying Guoquan, 
the chairman of a food group in Wenzhou who also engineered a 
similar asset-grabbing scheme, headed his SOE for twelve years. In 
many ways, top executives in Chinese SOEs are “dirt emperors” who 
exercise unchallenged control within their fiefdoms. The concentra- 
tion of such managerial power in the hands of poorly supervised 
executives is behind the widespread phenomenon of collusive cor- 
ruption in Chinese SOEs. In vertical collusion, as we know, even “dirt 
emperors” need coconspirators to execute more sophisticated schemes 


involving the theft of nominally state-owned assets. 


Lack of Effective Financial Control 


Chinese SOEs are particularly vulnerable to looting by their execu- 
tives because of lax financial control. In most of the fifty sample 
cases, executives were able to embezzle large amounts of company 
funds, illegally use company funds to invest in securities and reap 
the gains, and set up off-budget slush funds to cover unauthorized 
expenses (including bribery). Poor financial controls inside Chinese 
SOEs allow executives to collude with each other to extract large 
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sums of money for personal use. As mentioned earlier, embezzle- 
ment is the second most frequently committed crime among SOE 
executives. Evidence from the sample cases shows that, in addition 
to theft, embezzlement in Chinese SOEs is frequently disguised 
through bogus “loans” and slush funds. Using fake loans to steal SOE 
funds gives executives at least some plausible legal cover even though 
they do not intend to repay the loans. In the case of Hengshan Iron 
Corp., one president borrowed 600,000 yuan from the company as a 
“loan” in 1998 but never paid it back. In the corruption probe of 
Qingqi Group, a Shandong-based motorcycle manufacturer that later 
went bankrupt, investigators found that the company chairman took 
6.5 million yuan for personal use but did not pay it back.” The 
chairman of Henan-based Hebi Coal Group, Li Yongxin, illegally au- 
thorized a loan of 64.5 million yuan to a personal friend in 2003.” 

A much more prevalent form of theft is the use of slush funds— 
income generated by SOEs but deposited in hidden accounts that do 
not show up on the corporate balance sheets. Executives have com- 
plete control over these slush funds. In the case of Hengshan Iron 
Corp., slush funds in excess of 3 million yuan were used to pay for 
large bonuses and discretionary spending (usually extravagant en- 
tertainment or travel expenses disallowed by government policy) for 
company executives before the firm went bankrupt in 2003. In the 
probe of the scandal at Huishang Group in Anhui in 2007, investiga- 
tors discovered that its executives had a slush fund of over 2 million 
yuan from profits gained from the company’s off-book investments 
and hidden in a brokerage account not included on the company’s 
books.” In 2002, the top three executives of Qingqi Group hid in a 
slush fund 35.2 million yuan in profits generated by a plot of land 
owned by their company; they used the money to purchase stocks 
for their own investments.” 


178 


Stealing from the State 


By far the biggest financial loophole in SOEs is control over the use 
of its cash. “Unauthorized use of public funds,” a serious crime in 
China, is endemic in SOEs. It normally refers to the use of an SOE’s 
funds for purposes that are either unauthorized or explicitly prohib- 
ited. In these cases, the perpetrators do not actually embezzle the 
funds. Instead, they use the funds mostly to generate undeclared in- 
come for themselves (such as investing in the stock market and pock- 
eting the gains). Nearly all the instances of “unauthorized use of 
public funds” in our sample are connected with investments in secu- 
rities made by executives using company funds without proper ap- 
proval or in explicit violation of company and government rules. One 
executive at Lanzhou Liancheng Aluminum Corp. misused 13 mil- 
lion yuan in stock market speculation in 1994.2 The worst offenders 
in terms of unauthorized use of public funds were executives of Hui- 
shang Group, a large Anhui SOE in the logistics business. Cai Wen- 
long, its chairman for more than ten years, filled his company’s 
senior positions with friends from his hometown. Cai himself was 
responsible for massive losses in his unauthorized and ill-fated in- 
vestments in stocks and commodities. In 2001, without board ap- 
proval, he authorized using company money to speculate in the stock 
market, losing 155 million yuan (these transactions netted him a 
bribe of 800,000 yuan from a private broker who executed the trades). 
Undeterred, Cai gambled on commodities even though government 
regulations prohibit such investments. He lost another 180 million 
yuan. Many of his subordinates took part in similar schemes. Three 
executives got lucky when their 12 million yuan of investments in 
stocks funded by the company’s money produced a profit (which they 
shared). But two of their colleagues were not so fortunate. One deputy 
manager in charge of the company’s funds misused 18.8 million yuan 
to speculate in options for commodities and lost 16.5 million yuan. 
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Another lost all of the 15 million yuan of the company’s funds 
used in his ill-timed bets on commodities.” The biggest case of un- 
authorized use of public funds occurred at the Agricultural Devel- 
opment Bank. According to government investigators, during 1996- 
1999 executives at the bank used 810 million yuan of the bank’s money 
to speculate in stocks, with the gains disappearing into their own 
pockets.” 


Unclear Property Rights 


As illustrated by the description and analysis of collusive corruption 
in SOEs, it is evident that changes in the property rights in state- 
owned assets have created ideal conditions for the agents of the state 
to loot valuable assets over which they then can exercise direct con- 
trol. The progressive decentralization of the control rights to state- 
owned property without real clarification of ownership has given those 
with control rights effective ownership rights because they have the 
ability to transfer to themselves and to their cronies the control rights, 
physical possession, and income streams from the state-owned prop- 
erty. Three groups have benefited from the decentralization of con- 
trol of property with no real owners. SOE executives are the biggest 
beneficiaries since they exercise the control rights directly and pos- 
sess a wide variety of means to extract wealth from the state. Political 
elites, both local and national, have also reaped enormous ill-gotten 
gains from this institutional arrangement. Although they do not di- 
rectly control the SOE assets, they do control the appointment of 
SOE executives, who must please their political superiors with bribes 
or access to underpriced state-owned assets. The third group con- 
sists of well-connected private entrepreneurs who use bribery to 
turn SOE executives and local political elites into their patrons. The 
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victims of the looting by colluding elites are the nominal legal owners 
of these assets, the Chinese people, who exercise little oversight or 
control over either the agents or the property of the state. 


The evidence illustrates how the combination of decentralization of 
executive authority and partial property rights reform has enabled 
executives in SOEs to misappropriate nominally state-owned assets 
to benefit themselves, their families, and friends in the private sector. 
Three of our findings warrant special attention. 

First, while looting by SOE insiders exists at all levels, the amount 
of wealth available for looting is far greater inside the colossal SOEs 
directly controlled by the central government. The scandal at CNPC, 
the country’s largest energy firm, which came to light in 2013, shows 
that family members of the top ruling elites can steal hundreds of 
millions of yuan of wealth with relative ease. Of course, lower-level 
elites in China’s state-owned sector have access to considerable 
wealth that can also be stolen. However, such looting requires greater 
effort and ingenuity because they lack the requisite political power to 
seize the most valuable assets owned by the state. 

Second, SOE executives who loot state-owned property have dem- 
onstrated a remarkable adaptability in seeking out the opportunities 
offered by China’s hybrid economy. To be sure, many of the activities 
they engage in are garden-variety forms of theft, such as bribery and 
embezzlement. But as they gain greater control over the finances and 
operations inside the SOEs, they have learned to maximize the income 
potential of their newly found discretionary power. In particular, 
through “insider privatization,” SOE executives can form private 


companies or joint ventures with their cronies to which they then 
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transfer valuable assets from the SOEs that they control at deeply 
discounted prices or at no cost. 

Third, although looting by senior officials and their family mem- 
bers attracts headlines, mid-level officials in Chinese SOEs are almost 
equally capable of accumulating significant private fortunes. This 
suggests that China’s crony capitalism differs from the oligarchical 
cronyism in Russia and other former Soviet republics in one critical 
dimension. The social base of crony capitalism may be narrow, but 
given the large number of mid-level officials (including SOE execu- 
tives) who actively participate in the looting of the state, the size of 
this group is large and the damage done by this group to China’s so- 
cioeconomic well-being may be even more substantial than that of 
the small number of oligarchs. Since they are entrenched in all sectors 
and reaches of the economy, they are also more difficult to dislodge. 
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In Bed with the Mafla: Collusion between 
Law Enforcement and Organized Crime 


In some of the recent major cases involving officials, the 
egregiousness of their crimes and the amounts of money in- 
volved are simply shocking. They trade power for money 
and sex with utter brazenness and recklessness! 


—Xi Jinping, April 19, 2013 


IT Now has become a routine ritual for senior Chinese leaders to 
express outrage, as Xi did in April 2013, over the depravity of their 
underlings. However, the greed, decadence, and lawlessness of the 
agents of the party-state should not surprise us if we consider the in- 
trinsic attractiveness of collusion for its perpetrators, who can with 
great ease convert their public authority into illicit instruments for 
accumulation of private wealth. Since the benefits of forming close 
personal relationships with government officials are obvious and 
bountiful, the world of crony capitalism inevitably beckons criminal 
elites to scramble for its spoils. Consequently, it is not unusual to en- 
counter the presence of politically protected organized crime in socie- 
ties ravaged by crony capitalism. In other words, the collusion between 
organized crime and government officials, law enforcement in partic- 
ular, is also an identifying characteristic of crony capitalism. 
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In the case of post-Tiananmen China, rapid growth and changes 
in property rights have created irresistible opportunities for elites of 
the criminal underground.! Amid rising prosperity, not only are their 
traditional businesses such as gambling, prostitution, and drug traf- 
ficking booming; they can also extend their reach into new sectors 
with higher profit margins and potential for instant large fortunes, 
such as real estate, mining, construction, and transportation. In both 
cases, however, protection from local authorities, in particular from 
law enforcement officials (LEOs), is vital. Fortunately for China’s as- 
piring mafia bosses, recruiting willing accomplices from the ranks of 
LEOs has turned out to be much less challenging than they might 
have feared because these officials are subject to the same economic 
incentives that have made corruption endemic. In this chapter, we 
investigate the collusion between organized crime and LEOs by ana- 
lyzing well-publicized cases of organized criminal groups that have 
received protection from multiple LEOs. We attempt to understand 
the market dynamics in the darkest corner of crony capitalism in 
China and probe the decay of a key institution in the Chinese party- 
state. The objective is to further substantiate the claim that crony 
capitalism is generating the same governance pathologies in critical 
state agencies and that the capabilities of the Chinese state, despite 
its outward appearance of strength and efficacy, have been seriously 
degraded. 


Corruption and Mafia Influence in Law Enforcement 


Corruption in Chinese law enforcement agencies is a well-publicized 
fact. A partial and perhaps imperfect gauge of the extent of rot in 
this vital part of the Chinese state is the large number of senior po- 
lice officers who have been arrested and sentenced for corruption 


184 


In Bed with the Mafia 


and other criminal activities (including murder and protection of 
organized crime). One incomplete list of chief LEOs who had been 
arrested, prosecuted, and sentenced for criminal activities as of No- 
vember 2011 includes 197 senior police officers (defined as police 
chiefs and deputy police chiefs)? Among them were one deputy 
minister of public security, one assistant minister of public security, 
four directors general in the departments of the Ministry of Public 
Security, seven directors of provincial departments of public security, 
nine deputy directors of provincial departments of public security, 99 
directors of prefecture and county bureaus of public security, and 76 
deputy directors of prefecture and county bureaus of public security. 
Also notable is the fall of police chiefs in major cities and provincial 
capitals, such as Tianjin, Shenyang, Qingdao, Taiyuan, Nanchang, 
and Fuzhou. The seriousness of their crimes can be measured by 
the severity of the punishment they received. Of those whose 
sentences were publicly announced, fourteen were sentenced to 
death, nine received a suspended death penalty, and ten received 
life imprisonment. Five committed suicide. Among the 197 dis- 
graced police chiefs, thirty-nine, or 20 percent, were explicitly linked 
to organized crime. 

Theoretically, collusion between law enforcement and organized 
crime is not difficult to understand. In spite of their use of violence 
and committing of crimes, mafia bosses seek the same benefits from 
collaborating with LEOs as private businessmen seek from colluding 
with government officials. One of them is a reduction of the uncer- 
tainty in their overall business environment. Private businessmen 
successful in bribing government officials gain greater certainty in 
securing desired transactions at a lower cost. Crime bosses who 
put senior police officers on their payrolls need not worry about ac- 
tions that will disrupt their profitable criminal operations, such as 
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gambling and prostitution. Another benefit is the elimination of 
competition. Private businessmen, particularly those in pursuit of 
undervalued state-owned assets, can remove their competitors 
from the bidding process by bribing the officials in charge. Simi- 
larly, a crime boss who has gained the protection of the local police 
chief can count on him to keep other organized criminal groups off 
his turf. 

Political and social status, for instance membership in the local 
people’s congress or people’s political consultative conference (PPCC), 
is a third benefit that crime bosses can gain by their association with 
powerful local politicians. Such a status not only provides a useful 
legitimate cover for their illegal activities but also facilitates the 
building of political networks and expansion of their criminal oper- 
ations. Among the fifty sample cases selected for this study, thirteen 
crime bosses, or one-quarter of the total, were members of their local 
people’s congresses or the PPCC. Among the thirteen, four were 
members of the local people’s congress (Li Zhengang in Maoming, 
Ou Jian in Xiangtan, Lan Linyan in Hengfeng, and Xie Wensheng 
in Heyang), five were members of the local PPCC (Zhang Zhixin in 
Qiqihaer, Chen Kai in Fuzhou, Xiong Xinxin in Fuzhou, Liao Fudong 
in Wuxuan, and Jiang Qixin in Dongan), two were members of the 
standing committee of the local PPCC (Yao Zhihong in Shaoyang 
and Zhang Wei in Wenling), and one was a member of both the local 
people’s congress and the PPCC (Liu Yong in Shenyang). What sets 
these crime bosses apart from the others in the sample is the large 
size of their criminal enterprises and their personal wealth. Without 
exception, they all owned and operated profitable businesses in real 
estate, mining, loan sharking, and prostitution. Their financial re- 
sources gave them the means to bribe local government officials, 
whose sponsorship was indispensable to induction into these two 
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bodies. At the same time, the large size of their business operations 
also motivated them to purchase additional political insurance, the 
kind provided by membership in these two bodies. 

The most important benefit for organized crime seeking protec- 
tion from LEOs is realization of the huge profit potential offered by 
the opportunity to gain control of severely underpriced state-owned 
assets, almost exclusively land and mines. However, unlike an av- 
erage private entrepreneur who typically resorts to bribery, a crime 
boss mixes bribery with intimidation and violence. In press accounts 
of the involvement of organized crime in China’s real estate and 
mining sectors, crime bosses, after paying off senior LEOs, rely mainly 
on violence, such as assaults and even murder, to drive out the compe- 
tition in these sectors. Once they gain control of these assets, they con- 
tinue to pay the same government officials and LEOs, practically put- 
ting them on retainer. 

However, there is one vital difference between a crime boss and a 
private entrepreneur seeking favors from government officials. The 
task for a private entrepreneur is far more complicated because he 
must gain access to—and then bribe—officials in multiple govern- 
ment agencies, which have overlapping authority over the disposal of 
state-owned assets or the enforcement of business regulations. On 
most occasions, a crime boss normally needs to befriend and bribe 
officials in only one government agency—the bureau of public secu- 
rity. A gangster has no need to bribe a large number of officials in 
several agencies unless he turns his criminal enterprise into a con- 
glomerate with multiple business lines (such as finance, transporta- 
tion, and real estate). As we shall see in our cases, only a small number 
of crime bosses have managed to build large and complex operations. 
Consequently, the majority of crime bosses, even the most flam- 
boyant ones, generate lower profits from their criminal activities 
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because their conventional illegal businesses, such as gambling and 
prostitution, lack the economics of scale or have much lower profit 
margins than the real estate, mining, and construction deals struck 
between private businessmen and government officials. As the data 
in the Appendix indicate (see Table A.4), this economic reality forces 
crime bosses to keep the number of officers on their payrolls rela- 
tively small to economize on the amounts of bribes they have to pay. 
In addition, the sum of their bribes is much smaller than that paid 
by private businessmen. 

Yet, for LEOs, even relatively small bribes are attractive enough for 
them to offer protection to organized crime. The most plausible ex- 
planation is that the market value of their power is essentially zero 
since there is no other buyer for their protection and they have little 
power to extract large bribes from private businessmen whose com- 
mercial activities do not require assistance from the police under 
normal circumstances. As a result, they are willing to accept the price 
offered by a buyer who operates a monopsony. Despite this crucial 
difference, the emergence and growth of collusion between orga- 
nized crime and LEOs closely resembles the relationships between 
private businessmen and government officials in that both types of 
collusion have risen and taken root in Chinese society. 

One obvious cause of the rise of this type of collusion is the 
growth of organized crime since the 1990s. As a social phenom- 
enon, organized crime did not exist as a special category in the 1980s. 
A keyword search for the Chinese term heishehui (organized crime) 
in the China Knowledge Reserch Integrated Database (cnki.net), 
which includes electronic copies of all the major publications in 
China, finds that the first time this term was used in a specific Chi- 
nese context was in 1990. But the number of references to heishehui 
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increased dramatically thereafter (peaking at about 1,000 in 2010). 
This development has stimulated considerable scholarly research, 
most of which is focused on the links between organized crime in 
China and international human and drug trafficking. Research con- 
ducted outside of China that focuses exclusively on the growth and 
impact of organized crime in China remains relatively rare.’ The col- 
lusion between LEOs and organized crime, also a post-1989 phe- 
nomenon, has received even less scholarly attention.‘ 

Based on press reports and data collected for this study (Table A.4), 
collusion between LEOs and organized crime is widespread geo- 
graphically and has persisted despite repeated crackdowns by the 
Chinese government. The cases collected for this study indicate that 
this phenomenon exists in a majority of Chinese provinces. The fifty 
sample cases occurred in eighteen provinces. Hunan topped the list 
with nine; five cases occurred in Liaoning; Jilin and Guangxi each 
had four cases; Fujian, Jiangxi, Shaanxi, and Shanxi had three cases 
each; Henan and Zhejiang had two cases each; and Guizhou, Hei- 
longjiang, Hubei, Jiangsu, Shandong, Sichuan, and Yunnan had one 
case each. While the size of the sample is too small to establish which 
provinces or regions had the most serious problem of collusion be- 
tween LEOs and organized crime, the presence of such collusion in 
more than half of China’s provinces shows that this scourge is wide- 
spread, and additional research should yield additional evidence to 
confirm this observation. What is important to note here is that this 
type of collusion takes place in regions regardless of their levels of so- 
cioeconomic development. More developed coastal provinces, such as 
Guangdong, Zhejiang, and Fujian, have reported such collusion, just 
as the poorer agricultural or resource-rich provinces of Shaanxi, Shanxi, 


Hunan, Henan, Guangxi, Yunnan, and Guizhou. Provinces with high 


189 


Chinas Crony Capitalism 


concentrations of state-owned enterprises, such as Liaoning, Hei- 
longjiang, and Jilin, are as likely to be victims of such collusion as 
provinces with a large presence of private firms and foreign compa- 
nies, such as Guangdong, Jiangsu, Zhejiang, and Fujian. 

However, to the extent that organized crime follows the same im- 
perative of chasing profits, we can detect two patterns in our cases. 
Crime organizations operating in poor but resource-rich regions are 
more likely to get into the mining sector because it yields high returns, 
as shown in our sample. The crime boss in Tongguan in Shaanxi, for 
example, operated illegal gold mines. In Xinhua, Hunan, the criminal 
organization headed by Liu Junyong also owned gold mines, as did 
the criminal organization run by the Zhu family in Qianshan, Jiangxi. 
Dong Baojun, the gangster in Jinzhou, Liaoning, had a joint venture 
in molybdenum mining. Zhang Xiuwu, a crime boss in Lingyuan, 
Liaoning, used his thugs to seize control of a local iron ore mine. Sev- 
eral organized criminal gangs in our sample, such as those led by 
Lan Linyan in Hengfeng, Jiangxi, Xie Wensheng in Heyang, Hunan, 
and Song Kuixiang in Gaoping, Shanxi, all operated coal mines.° 

By comparison, heads of criminal organizations operating in more 
wealthy urban centers prefer to set up front businesses (often real es- 
tate companies, transportation companies, logistics firms, and con- 
glomerates) because the use of violence and intimidation gives them 
a significant competitive edge in these sectors. Hao Wanchun, a 
crime boss (active in 2000-2006) and a close friend of a deputy 
police chief of Shenyang, owned a real estate development company. 
Zhang Zhixin, who ran a mafia ring with his brother during 1993- 
2003, operated both a prostitution ring and a string of taxi compa- 
nies in Qiqihaer in Heilongjiang. Nie Lei, who managed to recruit 
Qingdao City’s deputy police chief as his protector, owned a real es- 
tate development company as well as illegal casinos and brothels 
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during 2000-2010. Li Zhengang, the head of a criminal gang in 
Maoming, Guangdong, ran underground casinos and a loan-sharking 
business between 2001 and 2010. Song Pengfei, another crime boss 
active in Shenyang during 1995-2006, operated a logistics company 
that controlled a large portion of the cargo business in Zhejiang, 
Shenyang, Changchun, and Ha’erbin. The most wide-ranging and 
sophisticated operation in our sample was run by Chen Kai, a crime 
boss active in Fuzhou, Fujian, during 1991-2003. He owned Fujian 
Kaixuan Group, which operated brothels and casinos, and engaged 
in money laundering and drug trafficking. In addition, he was a real 
estate developer and owned several hotels, from which he ran his gam- 
bling and prostitution businesses. Hao Weicheng, whose criminal 
gang operated for two decades in Changchun (1990-2010), engaged 
in illegal loan collections, real estate, construction, and forced evictions. 
When he was sentenced to a twenty-year term in 2010, the court 
confiscated his personal assets worth 40 million yuan. Jia Jianjun, a 
crime boss in Yiwu in Zhejiang during 1993-2001, monopolized 
the local cargo shipping business and his company controlled assets 
in the amount of close to 100 million yuan. Ou Jian, whose businesses 
in Hunan during 1989-2010 included gambling, loan sharking, and 
logistics, reportedly earned over 100 million yuan in illegal profits.° 


The Sociology and Economics of Collusion 
with Organized Crime 


Despite its use of violence, organized crime is fundamentally a profit- 
seeking activity. As such, organized crime in China follows the same 
economic principles that dictate legitimate business operations. If 
legitimate businesses generate profits through superior products, 
management, and efficiency, organized crime makes money by 
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utilizing its comparative advantage—its capacity for using violence 
to drive out the competition or to seize assets. The economic logic 
that animates organized crime in China can be seen in official docu- 
ments identifying its key areas of operation. Chinese law enforce- 
ment authorities have repeatedly launched anti-mafia campaigns 
called “dahei chwe” (strike at black and root out evil). When such 
campaigns are initiated, the authorities usually identify areas as pri- 
orities for crackdown. In June 2008, for example, the provincial de- 
partment of public security in Liaoning issued a list of specific pri- 
ority targets and a quota for a new anti-mafia offensive on the eve of 
the Beijing Olympics. The department demanded that every city 
must eliminate one criminal organization; each county and district 
must destroy five such organizations. In particular, the order singled 
out five types of organized crime that should be priority targets: 


1. Groups that monopolize markets through the use of violence, en- 
gage in illegal mining and exploration for oil, and loot the state’s 
natural resources. 

2. Groups that use violence and intimidation to monopolize the trans- 
portation, logistics, wholesale, and construction industries, and 
use violence to evict urban residents and disrupt markets and reg- 
ulatory enforcement actions. 

3. Groups that manipulate and control elections to seize control of 
local governments. 

4. LEOs who leak tips to organized crime, cover up their crimes, and 
collude with them in criminal activities. 

5. Groups that use hotels and entertainment venues to engage in 


gambling, prostitution, drug trafficking, and loan sharking.’ 


What is notable in this list is that of the five mafia activities identi- 
fied by Liaoning’s provincial department of public security (and pre- 
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sumably similar departments in other provinces), three are economic 
in nature. This list confirms that organized crime has pervaded a 
wide range of political and economic activities. Especially worrying 
for the authorities is the impact of organized crime on the integrity 
of law enforcement agencies, the control of grassroots political power, 
and important economic sectors such as natural resources, construc- 
tion, transportation, and logistics. 

Our sample offers evidence in support of such concerns. Among 
the fifty criminal groups profiled here, sixteen operated mining busi- 
nesses; six owned real estate development companies; twelve ran 
businesses in logistics, construction, transportation, wholesale sea- 
food, illegal loan collection, and others. Altogether, thirty-four of 
the fifty criminal groups had profitable businesses alongside their 
more conventional criminal activities, such as extortion, gambling, 
prostitution, and drug trafficking. The demand for protection from 
local government and law enforcement officials thus originates from 
two sources. Obviously, conventional criminal activities require such 
protection. But more importantly, sophisticated and lucrative crim- 
inal operations necessitate reliable and sustained protection since 
they have valuable fixed assets (hotels and mines in particular) and 
regular income streams, all of which are vulnerable to competition 
from legitimate businesses and other criminal organizations, and to 


crackdown by law enforcement. 


The Sociology of Collusion 


To gain protection from LEOs, organized crime has several means to 
establish long-term relationships with their protectors. Like private 
businessmen skilled in exploiting the Chinese gift-giving culture in 
recruiting corrupt officials, leaders of organized crime also resort to 
small gifts to initiate their relationship with LEOs. Technically, this 
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is not difficult to do because most crime bosses have covers as gen- 
erous private businessmen eager to please local officials. One typical 
example is how the police chief of the city of Wenling in Zhejiang 
was recruited. One of the leaders of the criminal group whose cover 
was “general manager” of a conglomerate first met the local police 
chief, who was staying at a hotelowned by the conglomerate in 1996. 
He offered the chief a basket of fruit as a token of appreciation for 
his patronage. Then a few days later, he purchased an expensive suit 
and other accessories for the police chief, who accepted the gifts. Six 
months later, the crime boss placed a plastic bag containing 50,000 
yuan in cash in the police chief’s room, telling him that this was the 
“dividend” from his equity shares in their company. Although ini- 
tially reluctant to take the cash gift, the police chief nevertheless ac- 
cepted the money—and then started performing protective services 
for the crime boss? Hao Wanchun, a crime boss in Shenyang, first 
befriended a rising star in the city’s public security bureau by giving 
him two expensive watches upon hearing the news that the police of- 
ficer, Zhang Jianming, was being considered for promotion in 2002. 
Claiming that he knew municipal leaders well, Hao offered to use his 
contacts to help Zhang improve his chances 

Besides offering gifts, crime bosses also take advantage of China’s 
dining culture to approach their prospective protectors. Xiong 
Xinxin, Fuzhou’s crime boss, first established his ties with Xu Xiao- 
gang, a deputy director of the Jiangxi provincial public security de- 
partment, by inviting him to dine at a fancy restaurant in a five-star 
hotel in the provincial capital in 2000. Xiong had legitimate cover: He 
was both a successful businessman and a member ofa district PPCC." 
Liu Zhiduo, the police chief of Yiwu in Zhejiang, began his associa- 
tion with organized crime by attending a dinner in 1995 hosted 
by a woman who was a member of the criminal organization and 
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who later became his mistress." Song Kuixiang, leader of a criminal 
gang in Gaoping, Shanxi, befriended the city’s party chief, Zhang 
Xilai, initially with a dinner hosted in his own hotel in 1995 and, to 
show his appreciation, Zhang promised to help nullify the Gaoping 
public security bureau’s preliminary decision to send Song off to “ed- 
ucation through labor” for his involvement in a fight.” 

For crime bosses, the most effective and reliable way of securing 
long-term support from local government and law enforcement offi- 
cials is by giving them free sex in their brothels or providing them 
with prostitutes. One example in our sample is Zhang Zhixin. The 
Heilongjiang gangster (active in 1993-2003) recruited a deputy party 
chief and the secretary of the discipline inspection committee of the 
municipal bureau of public security by giving him a “gold card” 
which entitled him to free access to Zhang’s hotels and bathhouses. 
There the police officer patronized prostitutes free of charge. Zhang 
used the same tactic to befriend several LEOs and local politicians. 
Their dalliances with prostitutes were secretly recorded on video H 
Li Yang, a deputy police chief in Huai’an, Jiangsu, frequently pa- 
tronized the brothel run by Shi Chuanhai, leader of a criminal 
organization engaged in prostitution and drug trafficking (during 
1992-2001). Eight of his fellow police officers also received free 
sexual services at the establishment, one of them on ten separate oc- 
casions.” Xu Jie, who presided over a criminal gang in Shunchang in 
Fujian for a decade (1991-2001), not only delivered a mistress to the 
deputy police chief but also arranged two trips for the deputy party 
chief in charge of law enforcement and a group of police officers to 
patronize prostitutes in a fancy hotel in Fuzhou." Ou Jian, a crime 
boss in Xiangtan, Hunan, during 1989-2010, solidified his ties with 
the local deputy police chief, his primary protector, by providing 
prostitutes and drugs.” Yao Zhihong, whose criminal enterprise 
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during 1994-2002 included a large brothel in Shaoyang, Hunan, 
provided local government and law enforcement officials with com- 
plimentary services to obtain their protection." 

Another way of forming a long-term relationship is to offer LEOs 
a share of the profits from criminal activities. Feng Yongqiang, a 
mafia boss operating gold mines in Tongguan, Shaanxi, between 
1998 and 2007, gave shares in his mines to local police officers. The 
deputy police chief had shares in two mines. The brother of the sec- 
retary of the local CDI was a business partner in gold mining with 
the mafia boss.” Liu Junyong, a gangster operating a gold mine and a 
construction company in Xinhua, Hunan, during 1995-2005, al- 
lowed a local police chief to invest 80,000 yuan in his businesses.”° 
Chen Kai, the Fuzhou crime boss, actively befriended the son of the 
city police chief in the early 1990s and then managed to become the 
godson of the police chief himself. The son of the police chief was 
made a business partner and vice chairman in Chen’s conglomerate.”! 
Putting local officers on a regular retainer can secure their long-term 
protection as well. Fuzhou’s deputy police chief, who had responsi- 
bility over the city’s entertainment industry, received a monthly 
payment from Chen Kai for allowing him to freely operate his drug, 
gambling, and prostitution operations in his hotels and clubs.” A 
particularly egregious case was the joint prostitution venture estab- 
lished between Yao Zhihong, a crime boss, and local authorities in 
Shaoyang, Hunan. With the support of two local officials, the deputy 
director of the anticorruption unit in the prosecutor’s office and a 
deputy director of the city’s economic commission, Yao succeeded in 
making a security firm run by the local public security bureau a joint 
venture partner in his brothel in 1997.” In a similar instance in 1999, 
the manager of a local casino owned by Ou Tao, a crime boss in 
Rucheng, Hunan, met with the local police chief, the CCP secretary 
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in charge of law enforcement, and another local government official 
to hammer out an agreement which would pay the local public secu- 
rity bureau a fixed protection fee.** The party chief of Zhumadian in 
Henan owned shares in the largest and most luxurious mafia- 
operated brothel (shut down in 2013) in Zhengzhou, the provincial 
capital.” Xie Kongbing, the deputy CCP secretary of politics and law 
in Chenzhou, Hunan, became a protector of the local crime boss after 
he was promised dividend-only shares in a coal mine operated by the 
gangster in 1998.76 

On occasion, protection is much easier to obtain when the mafia 
boss himself is a police officer, a family member of a powerful local 
politician, or a local official. Police officers who have become crime 
bosses have unique advantages in carrying out criminal activities 
under the protection of his colleagues. Their intimate knowledge of 
the operational tactics of law enforcement allows them to conceal 
their involvement or to commit their crimes with reduced risks of 
detection. Unlike average gangsters, police officers who have turned 
to organized crime can use their cover to disguise criminal acts as 
official law enforcement actions. Their contacts inside the law en- 
forcement agencies and personal relationships with superiors pro- 
vide additional protection and access to confidential information 
critical to their survival. We have three such examples: Guan Jianjun, 
head of the patrol brigade of an urban district, formed a criminal organ- 
ization in 1999 and seized several coal mines in Yangquan, Shanxi. His 
father was a deputy police chief.” Wang Yufan, a deputy police chief in 
Tonghua, Jilin, was also the head of a criminal organization before his 
arrest in 2009. His official driver was his closest partner in crime.” Long 
Jiefeng, a police officer who headed a violent criminal organization, ter- 
rorized Sihui City in Guangdong between 1999 and 2005 before he 
was shot dead by a rival gang.” 
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In several cases in our sample, the leader of the criminal gang was 
either a family member of a powerfullocal official or an official him- 
self. Their family backgrounds or contacts inside the government 
provided them with political and social capital to gain protection 
from the local authorities. The father of Liu Yong, Shenyang’s well- 
shielded gangster (active 1995-2000), was a retired chief of the criminal 
tribunal in the municipal intermediate court. Among Liu’s most impor- 
tant patrons were a former president of the court and a sitting vice 
president.” Tang Hong, a gangster active during 1993-2000 in Suining, 
Hunan, relied on his father, the chairman of the county people’s con- 
gress, for protection. Tang himself was an official in the local tax 
bureau. Tang’s brother, also a gangster, was an official in the local ad- 
ministration of industry and commerce The father of Tian Bo, leader 
of a criminal organization active during 1995-1999 in Meihekou, 
Jilin, was a former vice magistrate of the city and promoted the offi- 
cial who later served as Tian’s principal protector.** Zhu Haiquan, 
the head of the Zhu family that led a criminal gang during 1989-2001 
in Qianshan in Jiangxi, was the township party secretary.” Before 
his fall in 2010, Lan Linyan, the crime boss in Hengfeng, Jiangxi, 
was his village’s party chief and a delegate to the provincial people’s 
congress. Another leader of his gang was a member of the county 
people’s congress; two other gangsters were members of the county 
PPCC.** Tan Heping, the head of a criminal organization in Lianyuan, 
Hunan, was the deputy director of a local rural credit co-op until his 
arrest in 2001.” Zeng Shaolin, who during 1997-2001 led a gang of 
more than thirty criminals in Fushun, Sichuan, was a deputy director 
of the county housing bureau.” 

An intriguing puzzle in the sociology of collusion is how bonding, 
trust, and cooperation were established and facilitated within local 
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governments and law enforcement agencies. In most published ac- 
counts of the cases in the sample, Chinese authorities released few 
details about how local government and law enforcement officials 
colluded with each other while they provided much greater amounts 
of information about how leaders of criminal organizations be- 
friended and corrupted these officials. However, in a few instances, 
official press coverage did disclose enough information to allow us 
to piece together the puzzle. One mechanism through which local 
government and law enforcement officials develop trust and collab- 
orative relationships in their activities is the practice of maiguan 
maiguan, or the buying and selling of offices. As we have seen, this 
practice also plays a crucial role in facilitating collusion among local 
officials and private businessmen as well as within SOEs. The same 
practice is also widespread inside Chinese local law enforcement 
agencies, where it functions as a bonding mechanism among crooked 
cops. Obviously, police chiefs who take bribes from their subordi- 
nates are not only corrupt and easy targets for organized crime, but 
also are more able to rely on the officers who have bribed them to 
protect gangsters. Similarly, those who have bribed their way up the 
ladder inside the public security bureaus are more likely to accept 
bribes from organized crime to recover their investment. 

Several LEOs in our sample were explicitly accused of selling of- 
fices to junior police officers. Yang Qiang, the police chief of Maogang 
District in Maoming, Guangdong, took 3.45 million yuan in bribes 
from thirty-six officers during 2004-2009.*’ Between 1996 and 2001, 
Liu Zhiduo, the police chief of Yiwu in Zhejiang, also sold offices to 
his subordinates, one of whom, deputy police chief Wu Xinhua, was 
involved in protecting the same crime boss Liu shielded.** Zhou 
Tingxin, the deputy police chief of Zhengzhou arrested in 2014 for 
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protecting a mafia-run brothel, was also a seller of offices.” Li Jian, 
the CCP secretary of politics and law in Shunchang, Fujian, took 
bribes from subordinates seeking office. More than ten officers who 
had bribed Li were also involved in protecting the same gangster, Xu 
Jie, who ran a mafia-style group during 1991-2001.*° In 2006, Cai 
Yabin, deputy police chief of Xiangtan in Hunan, who was the “um- 
brella” of the city’s crime boss, Ou Jian, paid 70,000 yuan to the city’s 
police chief, who was himself later arrested for taking bribes from 
subordinates and protecting drug traffickers during 2002-2009."' 

Bonding among colluding officers can also be established through 
joint participation in illegal activities. In two cases in our sample, po- 
lice officers patronized local brothels together. Xu Jie, the gangster in 
Shunchang in Fujian, organized two trips for one of his chief protec- 
tors, a local party official in charge of law enforcement and a group 
of police officers, to have sex with prostitutes in a luxury hotel in Fu- 
zhou, the provincial capital. Li Yang, a deputy police chief in Huai’an 
in Jiangsu and protector of a crime boss who operated a brothel, par- 
ticipated in three group sex orgies with prostitutes and several other 
police officers during 2000-2001.” In two other cases, key local gov- 
ernment and law enforcement officials collectively conspired with or- 
ganized crime to negotiate the terms of protection. This happened in 
1996 in Shaoyang, Hunan, when the deputy director of the anticor- 
ruption unit in the prosecutor’s office and a deputy director of the 
city’s economic commission negotiated with Yao Zhihong, the 
gangster running a brothel, for a partnership between the criminal 
organization and a security firm run by the local public security 
bureau 27 In Rucheng, also in Hunan, the local police chief, the CCP 
secretary in charge of law enforcement, and another local govern- 
ment official met a representative of the local crime boss in 1999 to 
hash out the terms of protection for the gangster’s casino. 
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The Economics of Collusion 


Once a long-term relationship is cemented, crime bosses can expect 
many favors from LEOs. The most basic is protection for their con- 
ventional criminal activities, such as gambling, prostitution, and drug 
trafficking. As far as LEOs are concerned, the costs for delivering 
such services are relatively low because all they need to do is to turn 
a blind eye. By comparison, the costs of covering up violent assaults 
and even murder are much higher because that requires more elabo- 
rate steps and may leave behind incriminating evidence. Neverthe- 
less, police officers working for organized crime take such risks and 
often manage to shield the criminals from arrest and prosecution. In 
Tongguan, Shaanxi, due to interference by dirty police officers (one 
of whom faked evidence), the death of a peasant worker, presum- 
ably murdered by a criminal gang, went unresolved for eight years.“ 
In Wenling, Zhejiang, the crooked police chief directed his subordi- 
nates not to formally arrest members of the gang involved in three 
violent assault incidents and set free a suspect charged with shel- 
tering a murderer in 1998.4° Corrupt LEOs also routinely give ad- 
vance warnings to crime bosses to enable them to elude capture. 
Zhang Jianming, Shenyang’s deputy police chief, learned that the 
provincial department of public security was about to intensify its 
crackdown on organized crime in 2006, so he warned his friend, Hao 
Wanchun, leader of a criminal gang, to “get the hell out.” Hao subse- 
quently took several overseas trips. Xie Donggong, who co-led a 
criminal gang with his brother in Heyang in Hunan, was also given 
advance warning to flee by a crooked police officer who knew of his 
pending arrest in September 2006.*8 

Local officials who have no responsibility over law enforcement 


can help organized crime gain access to loans from state-owned 
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banks, government contracts, and land. As many criminal organ- 
izations have covers as private companies, local officials who have 
received bribes from these groups treat such favors in the same way 
as helping average private businesses. Based on press reports, this 
problem is especially serious in the real estate sector. Liao Fudong, a 
gangster in Wuxuan, Guangxi, bribed the county party chief Li Qil- 
iang with 40,000 yuan and was able, with Li’s help, to obtain a loan 
of 6 million yuan from the local branch of the China Agricultural 
Bank in 2007. Liao also gave a 50,000-yuan bribe to the director of 
the county bureau of land resources, who helped him to obtain 
mining licenses cheaply.“ In 1999, Hu Dongchun, a county CCP sec- 
retary in charge of law enforcement in Hunan, awarded a contract for 
a highway project to Jiang Qixin, a local gangster, even though Jiang’s 
firm lacked the qualifications and its completed project failed to 
pass inspection.” Wang Changlin, an owner of mining businesses 
connected with organized crime, was able to purchase most of the 
iron ore mines in Lingyuan, Liaoning, in 2006 for only 20 million 
yuan due to the help of his patron, local party chief Song Jiulin.>! 
Chen Kai, the Fuzhou crime boss, paid a district party chief 100,000 
in Hong Kong dollars in 1998 and obtained a plot of land in the ofh- 
cial’s district for 6 million yuan less than its value.” From the sen- 
tencing document of Liu Yong, a one-time high-flying gangster in 
Shenyang in the late 1990s, we can gain a glimpse of the extensive 
dealings between organized crime and local officials that result in 
significant profits for the crime bosses. Liu was accused of bribing a 
number of local officials who then helped him obtain contracts and 
state-owned assets. The director and a deputy director of a district 
labor bureau helped Liu lease a shopping mall from the district gov- 
ernment; another director of the district labor bureau helped Liu 
change the ownership of the leased shopping mall into a private 
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firm, which later became Liu’s holding company; the deputy execu- 
tive mayor of Shenyang authorized exemption from land transfer 
payments and associated fees for a large shopping plaza Liu planned 
to build; and a deputy general manager of the provincial branch of 
the China Agricultural Bank misappropriated 20 million yuan to 
help Liu purchase commercial real estate.” 

Another insidious service that can be provided by crooked LEOs 
(and judges) is the use of their authority to help criminals gain the 
upper hand in commercial disputes or to become their enforcers. The 
Maoming, Guangdong, case in our sample is typical. In 2005, the po- 
lice chief of a district bureau of public security, Yang Qiang, assisted 
a crime boss, Li Zhengang, in kidnapping a businessman who owed 
Li 20.48 million yuan in high-interest loans. Yang sent his police of- 
ficers, who rode in Li’s Mercedes-Benz SUV from Guangdong to 
Jiangsu, grabbed the businessman, and took him back to Maoming. Li 
had paid Yang 430,000 yuan in bribes "7 In 2005, Shenyang’s deputy 
police chief, Zhang Jianming, issued a warrant for a businessman on 
false charges of fraud after the businessman began to petition local 
authorities to investigate a transaction conducted by a gangster who 
was Zhang’s friend.” Judges in the pay of organized crime can render 
rulings favoring the criminals as well. In the Maoming case, the 
crime boss, Li Zhengang, forged a loan document in 2005 and used 
it to sue the owners of a commercial complex in Guangzhou for de- 
faulting on the loan. The judge, who had been bribed by Li, ruled in 
his favor and ordered that the complex be auctioned off to pay off the 
loan, netting Li a profit of 28 million vuan 28 In 1999, Liu Yong, 
the Shenyang gangster, paid more than 200,000 yuan in bribes to a 
vice president of the municipal intermediate court after she rejected 
the filing of an administrative lawsuit that would have harmed Liu’s 
business.” 
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The data in Table A.4 show that the number of officers involved in 
collusion with organized crime is relatively small. However, it is 
worth noting that they are typically police chiefs, deputy police chiefs, 
or other senior police officers who control enough power to protect 
crime bosses who have bribed or befriended them. In the fifty cases 
included in this sample, the principal protectors of organized crime 
include sixteen police chiefs, seventeen deputy police chiefs, five other 
senior LEOs (judges, prosecutors, political commissars in the public 
security bureau), and twelve local party and government officials 
(including five local party chiefs and four secretaries or deputy sec- 
retaries of the CCP law and politics committee, which oversees law 
enforcement in local jurisdictions). In terms of the seniority of these 
principal protectors of organized crime based on jurisdiction, two 
were provincial-level LEOs, fifteen were prefecture-level LEOs, and 
twenty-two were county-level LEOs. The data from the sample sug- 
gest that the majority of officials colluding with organized crime 
(thirty-eight out of fifty) are mid-level LEOs. The prominence of mid- 
level LEOs among those involved with organized crime is largely the 
result of the economic calculations behind this particular kind of 
collusion. As the operator of a criminal enterprise, a gangster’s ca- 
pacity to offer bribes is constrained by his relatively small revenue 
streams. He cannot afford to bribe very senior LEOs (provincial- 
level ones), who probably will demand larger bribes; this is in addi- 
tion to the difficulty in establishing access to them. But on the other 
hand, he needs to bribe only a small number of LEOs to obtain the 
necessary protection in his locality. The hierarchical nature of a law 
enforcement organization enables a crime boss to bribe only a few 
key officials to acquire the requisite protection, in the pattern of ver- 
tical collusion we have encountered in other chapters. Consequently, 
as shown in our sample cases, the average number of LEOs involved 
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in collusion with organized crime is five (the average number of all 
kinds of officials involved is ten). But nearly all of the LEOs are po- 
lice chiefs, deputy police chiefs, or other key officers who can provide 
the most dependable protection sought by organized crime. 
Evidence in support of this observation can be found in three cases 
in this study. Liu Junyong, a crime boss whose criminal enterprise 
during 1995-2005 included gambling, murder, and coal mines in 
Hunan, had four police officers as patrons. One was a deputy police 
chief of the county; two were, respectively, the director and the deputy 
director of the criminal investigation unit of the police; and the last 
one was the chief of the police station in Liu’s hometown, where he 
had extensive criminal operations. The list of senior LEOs who 
shielded Nie Lei, a crime boss in Qingdao arrested in 2010, is even 
more impressive. Of the eight officers implicated in his case, one was 
a deputy director of the municipal bureau of public security who also 
served as the municipal executive deputy secretary of politics and 
law, three were district police chiefs, one was the head of the Com- 
munist Youth League of the municipal bureau of public security, one 
was the deputy chief of the special force unit of the municipal police 
department, and the other two were senior police officers in charge 
of criminal law enforcement units in two districts? Zhang Wei, 
the Wenling crime boss who managed to recruit sixty-six officials 
(including the city mayor, police chief, and thirteen other LEOs) 
during 1995-2000 to protect his criminal enterprise, did so out of 
necessity. Zhang ran a sprawling criminal empire with operations 
in several sectors: financial fraud, tax fraud, extortion, kidnapping, 
and real estate. The cover for Zhang’s criminal organization was a 
conglomerate, Zhejiang Donghai Group, of which Zhang was the 
chairman of the board. The multiline nature of Zhang’s criminal enter- 
prise necessitated protection by officials in a wide range of government 
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agencies. However, the income it generated (the case involved 500 
million yuan in forfeited assets, as well as tax and banking fraud) 
was more than enough to fund the bribes to these officials. For ex- 
ample, Zhang’s criminal organization paid 470,000 yuan in several 
bribes to the director of the bureau of public security of Wenling 
City, and 350,000 yuan to the mayor of the city.°° 

Chen Kai, the Fuzhou crime boss who operated a large conglom- 
erate with income from many illegal businesses during 1991-2003, 
was also able to reward his numerous protectors handsomely. Ac- 
cording to press reports, he paid about 10 million yuan in bribes to 
various officials. His chief protector, the city’s police chief, received 
a total of 6 million yuan in bribes. An official who had authority to 
regulate the city’s entertainment industry was bought off with 
470,000 yuan. The head of the Bank of China’s Fuzhou branch re- 
ceived over 700,000 yuan in bribes so that Chen’s criminal organ- 
ization could get loans from the state-owned bank. In a rare feat, 
Chen even ensnared the deputy chief of the provincial department of 
state security (the Chinese equivalent of the KGB) in Fujian with a 
bribe of more than 100,000 yuan." By comparison, criminal organ- 
izations operating smaller and less lucrative illegal businesses could 
afford less generous bribes to their protectors. Dong Tianyun, who 
controlled a highway rest stop in Shaanxi where he forced truckers 
hauling crude oil to local refineries to pay him a transit fee, gener- 
ated a total of 4 million yuan in profits from his crimes during 1995- 
2001. His bribes to five police officers totaled 132,800 yuan. The 
county police chief, who drew a seven-year sentence, received only 
30,000 yuan.” The deputy police chief of Xishuangbanna in Yunnan 
apparently was rewarded better for protecting a criminal organ- 


ization that engaged in smuggling cigarettes and gambling during 
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2002-2006. He was paid 120,000 yuan by the head of the criminal 
organization in four installments.° 

Data on corruption income gained by the chief protectors of orga- 
nized crime indicate that collusion with organized crime may not be 
a particularly profitable activity. Ihe average corruption income of 
the thirty-one officials for whom the amount was reported was 2.15 
million yuan, and the median was 0.66 million yuan, a fraction of the 
corruption income gained by local officials selling offices or colluding 
with private businessmen (Tables 3.1 and A.2) and SOE executives 
colluding with each other (Table A.3). The principal factor behind the 
relatively small amounts of corruption income generated by LEOs 
colluding with organized crime is their lack of power over the 
economy. In addition, most LEOs have a lower political status in the 
hierarchy of the party-state. A county police chief is usually a sub- 
chu official, half a level below a county party secretary. Of the fifteen 
officials with corruption income below the median, eight were county 
police chiefs or deputy police chiefs and four were prefecture police 
chiefs and deputy police chiefs, and few of them had diversified 
sources of income outside of taking bribes from organized crime or 
their junior colleagues. 

By comparison, those who gained corruption income above the 
median had more diversified sources of income. Four of the five 
county party secretaries who collected bribes from both businessmen 
and crime bosses had total corruption income ranging from 1.08 to 
1.8 million yuan. The two police officers who reported the largest cor- 
ruption income were unique cases. Wang Yufan, whose 18.1 million 
yuan in corruption income tops the list in Table A.4, was himself a 
crime boss, owned a coal mine, trafficked in narcotics, and organized 


prostitution. But half of his corruption income came from two 
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criminal acts: embezzling 2.4 million yuan together with a busi- 
nessman in 2009, and collecting 7 million yuan in kickbacks from a 
real estate developer who built a housing complex for the public se- 
curity bureau, which Wang directed.** Yang Qiang, the police chief 
of Maogang District in Maoming, Guangdong, had total corruption 
income of 14.19 million yuan. Of this amount, 3.45 million yuan was 
in bribes from his subordinates in return for appointments and pro- 
motions. In addition, he had more than 9 million yuan in “unex- 
plained wealth.” In other words, assuming his “unexplained wealth” 
did not involve bribes from organized crime, Yang’s corruption in- 
come from activities unrelated to organized crime was at least 12.45 
million yuan, more than ten times the amount of the bribe—1.18 
million yuan—he received from a crime boss who was operating 
forty illegal gambling joints in his district.© 


Duration of Crime and the Penalty 
for Colluding with the Mafia 


The data on the duration of organized crime groups suggest that, due 
largely to the protection provided by senior local LEOs, these groups 
can expect to survive almost a decade (the average and median 
number of years of survival are eight and nine, respectively). If most 
protected criminal gangs in China can operate for nearly a decade 
before they are destroyed, the harm inflicted on Chinese society is 
incalculable. As shown by our description of the extensive criminal 
activities in which organized crime is engaged, not only will law and 
order suffer as a result of such persistent criminality, but also the 
overall socioeconomic well-being of ordinary citizens will fall prey 
to organized crime that extends its presence well beyond its conven- 
tional areas of operation. 
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Fortunately, even in a party-state where local LEOs can be hope- 
lessly corrupt, the top leadership of the regime retains the capability 
to reassert control over its wayward agents. In fact, the central au- 
thorities of the party-state have every incentive to eradicate collusion 
between law enforcement and organized crime simply because this 
scourge undermines their authority over a vital instrument of state 
power. As a result, the Chinese government has launched repeated 
campaigns against organized crime. These periodic crackdowns may 
not completely destroy mafia-style groups, let alone change the po- 
litical and economic environments in which these groups operate 
and thrive. However, such efforts do produce some modest successes, 
at least in terms of dismantling criminal gangs that have grown too 
powerful or have attracted too much attention. 

Besides periodic “strike black” campaigns during which mafia-style 
groups are most vulnerable, Chinese crime bosses are usually brought 
down in the following ways. First, tips provided by ordinary citizens 
and victims’ families can occasionally trigger investigations from higher 
authorities. In the case of Zhang Wei, Wenling’s criminal gang leader, 
an ordinary citizen persisted in his efforts in the late 1990s to report 
his criminal activities to the higher authorities. He went directly to the 
Ministry of Public Security in Beijing and, with the help of several 
retired officials, managed to get the attention of LEOs unconnected 
with the local police. The central authorities then directed Zhejiang’s 
law enforcement authority to investigate the allegations.® Leads were 
also provided by the victims’ families. After Liu Junyong’s thugs killed 
a local peasant in 2003, the family of the victim went to Beijing and 
petitioned the Ministry of Public Security, prompting an investigation 
that resulted in the unraveling of Liu’s crime organization in Hunan.” 

Second, confessions by a member of the criminal organization can 
lead to the arrest of the other members. When a junior member of a 
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criminal gang is arrested by LEOs untainted by organized crime, 
he often provides the interrogators with information about his crim- 
inal organization, leading to the fall of the crime boss and uncov- 
ering his protector. This was the case in the fall of Xiao Qiang, the 
police chief of Heyang in Hunan. After a member of the criminal 
gang protected by Xiao was arrested in 2006, the suspect gave the 
police enough information to lead to the arrest of the two leaders of 
the criminal gang and their protector, Xiao.°* In some cases, the 
crime boss reveals to the investigators the identity of his protectors 
in the hope of gaining leniency. Shortly after he was sentenced to 
death in 2004, Li Manlin, a crime boss in Taiyuan, told the authori- 
ties that Shao Jianwei, a former deputy police chief of the city, had 
been protecting him for years. Shao was then arrested. To gain leni- 
ency for himself, Shao told the investigators that he had paid a bribe 
of $100,000 to the provincial secretary of politics and law (the third 
most senior party official in the province), Hou Wujie, to seek a pro- 
motion. Hou was then detained.” 

Third, accidental discovery, often resulting from an investigation 
into the fraudulent activities of the front companies operated by or- 
ganized crime, can yield the initial lead. The fall of Xiong Xinxin, 
the crime boss in Fuzhou, Jiangxi, began with an investigation into a 
major case of financial fraud conducted by the CCDI in 2004. The 
company owned by Xiong was implicated, thus triggering a special 
investigation that resulted in his arrest in 2005.” 

Fourth, a particularly egregious act of violence and criminality 
committed by the criminal gang receives high-profile media coverage 
and causes public outrage that forces the top leaders to take action 
against the criminal gang. In Qingdao, Nie Lei’s thugs attacked a local 
Crowne Plaza Hotel and stabbed its manager on a night when the city’s 
top leaders were entertaining participants in an international sports 
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event at the hotel in 2010. The incident was covered by the local press 
and in less than three months an arrest warrant for Nie was issued.”! 

Finally, higher-level law enforcement authorities may have inde- 
pendent sources of information to launch an investigation. Typically 
in these cases, both the criminal leader and his protectors are the tar- 
gets. In the case of Li Zhengang in Maoming, Guangdong, the pro- 
vincial procuratorate in 2010 directed the Guangzhou Municipal 
Procuratorate to investigate Li Zhengang’s crime organization. The 
officers sent by Guangzhou to Maoming spent six months to uncover 
his “protective umbrellas.” The Chen Kai case in Fuzhou was ap- 
parently cracked in 2003 after a rare joint investigation into a drug- 
trafficking ring that appeared to have used Chen’s business to launder 
its money by the central Chinese law enforcement authorities and 
the U.S. Drug Enforcement Agency.” 

LEOs convicted of colluding with organized crime, contrary to 
expectations, receive relatively light punishment, while convicted 
crime bosses are punished severely (Table A.4). Of the fifty con- 
victed crime bosses for whom the penalty was reported, twenty-one 
were sentenced to death and executed immediately, three received 
suspended death sentences, seven got life in prison, and fourteen got 
twenty years in jail. One obvious explanation is the deterrence signal 
that the Chinese authorities want to send. Since organized crime is 
seen as a grave threat to social stability and public safety, severe pun- 
ishment is intended to deter future criminals from engaging in sim- 
ilar activities. The other reason is that crime bosses have committed 
serious crimes, such as murder and drug trafficking, which carry the 
death penalty. 

By comparison, LEOs convicted of shielding organized crime 
receive more lenient treatment. Of the thirty-six chief protectors of 
organized crime whose penalties were reported, the most severe 
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penalty was a suspended death sentence, given to Wang Yufang, a 
deputy police chief turned crime boss. Four received life sentences. 
One of these was a deputy police chief of Jiangxi province. He was 
punished more severely because of his seniority in the law enforce- 
ment apparatus. The Chinese authorities are particularly concerned 
about the penetration of organized crime into the upper reaches of 
the country’s law enforcement system. Yang Qiang, the district po- 
lice chief in Maoming, drew a life sentence, most probably due to the 
very large amount of total corruption income he received—14.19 mil- 
lion yuan.” For thirty-one officials who received term sentences, the 
average is 8.5 years and the median is eight years. The relative leni- 
ency with which these officials were treated is surprising, especially 
given their alleged protection of organized crime. One plausible 
explanation is that they were prosecuted primarily for two types of 
offenses—dereliction of duty and bribe-taking. Officers convicted of 
dereliction of duty are normally punished lightly. Those who are 
convicted of bribe-taking may escape harsh penalties if the amount 
of bribe is small. In most cases, LEOs take bribes from crime bosses 


that are insufficiently large to warrant a long prison term. 


Assessment and Implications 


The sample cases examined in this study indicate that collusion be- 
tween law enforcement and organized crime has degraded the ca- 
pacity of the Chinese state to maintain law and order in many parts 
of the country. In jurisdictions severely affected by such collusion, the 
deterioration of local governance manifests itself not only in the in- 
crease of crimes, such as gambling, prostitution, extortion, and drug 
trafficking, but also in the penetration of organized crime into impor- 
tant socioeconomic activities. Although additional empirical evi- 
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dence will be needed to ascertain the full extent of the penetration of 
organized crime into China’s body politic at the local levels, several 
tentative conclusions can be supported by the available evidence. 


The Extensive Reach and Durability of Organized Crime 


The protection provided by LEOs has enabled organized crime to en- 
gage in a wide range of illegal activities. In addition to conventional 
crimes, well-connected mafia-style groups pursue new and more 
lucrative illegal activities. These groups typically own large conglom- 
erates that have been established in some of China’s key economic 
sectors: real estate, transportation, and mining. Among the cases 
included here, the most successful mafia-style groups are those with 
multiple sources of income and the capacity to purchase protection 
from a large number of local officials. Chen Kai of Fuzhou, Zhang 
Zhixin of Qigihaer, and Zhang Wei of Wenling all ran crime syndi- 
cates that controlled profitable businesses and assets worth tens of 
millions of yuan. Some crime bosses, like corrupt private busi- 
nessmen, have also bribed their way into local political machines. 
Zhang Zhixin, Zhang Wei, Chen Kai, Xiong Xinxin (a crime boss in 
Fuzhou, Jiangxi) were all members of the local PPCC and, before 
they were arrested, mingled freely with local political and business 
elites. There is also some evidence that organized crime may be used 
by local officials in one of the most notorious activities in China— 
forced evictions. Chinese press reports often refer to the role of 
“thugs” in evicting urban residents from their houses and peasants 
from their land. While the role of organized crime is often suspected, 
there is no substantive proof. In two of our cases, the criminal organ- 
ization was engaged in “violent evictions.””° Although reports on the 
cases provide no details on its eviction business, it is reasonable to 
suspect that local governments and real estate developers (the only 
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two customers of the eviction service) must have hired organized 
crime to evict residents refusing to move. 

The evidence collected in this study also indicates that organized 
crime is active in sectors such as small-scale mining, real estate, local 
transportation (including taxis), wholesale, and logistics. While the 
true extent of such penetration is difficult to gauge and the influence 
exercised by organized crime in these sectors is likely modest, its 
presence nevertheless constitutes a serious threat to public order and 
the economic well-being of ordinary citizens. Even more worrisome 
is the durability and resilience of these organizations, due in part to 
the protection they receive from LEOs. The most alarming scenario, 
as shown in some of our cases, is the penetration of organized crime 
into local governments. With the funds generated from their various 
illegal activities, organized crime can easily afford the bribes to forge 
ties with local officials. 


Effects on the Integrity of the Chinese State 


While the effects of organized crime on local governance are harmful 
enough, the long-term damage done by the collusion between orga- 
nized crime and law enforcement authorities to the integrity of the 
Chinese state is likely to be far more destructive and consequential. 
Obviously, such collusion degrades the capacity of the Chinese state 
in the areas of law enforcement and administrative effectiveness. The 
expansion of organized crime and the willingness of crime bosses to 
bribe any officials who are in a position to facilitate their criminal 
enterprises inevitably result in an ever-widening circle of corrupt of- 
ficials in key state agencies. Several senior officers in the vaunted 
Ministry of State Security, China’s highly regarded secret police, have 
been involved with organized crime or have been implicated in cor- 
ruption scandals.” But a more subtle transformation of the local state 
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brought about by the collusion between law enforcement authorities 
and organized crime is the illicit privatization of state power. LEOs 
who provide protection to organized crime are effectively misappro- 
priating public authority for private gain. The essence of this behavior 
is identical to that of party chiefs who “sell” their power of personnel 
appointment for profit. 

Indeed, if anything, the theme of “privatization of state power” 
connects both types of collusion—collusion among officials and 
collusion between officials and organized crime. The use of bribes in 
securing appointments and promotions within the Chinese party- 
state has created a new avenue for organized crime to extend its po- 
litical influence. In several cases included in this study, corrupt LEOs 
used the bribes they received from crime bosses to “buy” appoint- 
ments and promotions. While it is difficult to ascertain the degree to 
which organized crime has been able to influence the personnel 
appointment process, the dynamics of competitive bribery for senior 
appointments inside China’s local law enforcement authorities are 
especially worrisome because officers aspiring to gain appointments 
or promotions to these highly desirable positions have only two 
sources of funding—bribery from their subordinates or from orga- 
nized crime. If they accept bribes from organized crime, not only do 
they owe favors to crime bosses that must be repaid in the future; 
they also indirectly implicate their superiors and make them vul- 
nerable to blackmail by organized crime. 
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The Spread of Collusion: 
The Party-State In Decay 


In our regulatory and enforcement agencies ... some off- 
cials abuse their authority, use power for rent-seeking... 
and let connections, friendship, and money decide their 
cases. 


—Xi Jinping, January 20, 2014 


THE SPREAD of collusion to China’s judiciary and regulatory 
agencies, specifically environmental protection, work safety, and food 
and drug administration agencies, is an inevitable consequence of 
crony capitalism. As confirmed by Xi’s remarks above, the abuse of 
regulatory authority for the benefit of the friends of government off- 
cials is acommon occurrence. Even though the central feature of crony 
capitalism is the theft of undervalued state-owned assets by officials, 
their families, and their cronies in the private sector, the evasion and 
violation of laws and regulations with impunity is an integral part of 
the ecosystem of crony capitalism because of the subversion of public 
authority by private wealth that is entailed in such behavior. 
Institutions and regulatory bodies, such as the judiciary and envi- 
ronmental protection agencies, play a vital role in safeguarding the 
rights and welfare of Chinese citizens and enforcing the will of the 
state. The capture of these entities by collusive elites transforms them 
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into private instruments for rent-seeking. Inevitably, agencies that 
have fallen prey to collusion fail miserably in performing their public 
functions. In addition to presenting and analyzing cases of collusive 
corruption in courts and three regulatory agencies, we briefly ex- 
amine several provinces and prefecture-level municipalities struck 
by mega corruption scandals. These cases underscore the fact that, in 
extreme cases, collusion among elites in a large region can turn it into 
a local mafia state. By exploring the spread of collusion to critical 
state institutions and large jurisdictions, this chapter illustrates how 
collusion corrodes the institutional fabric of a Leninist party-state. 
More importantly, with its focus on the underlying dynamics of 
crony capitalism that make collusion both possible and profitable, 
our research identifies the institutional flaws of the Leninist party- 
state, not the moral failings of its members, as the root cause of 
regime decay. 


Collusive Corruption in the Judiciary 


In the post-Mao era, the Communist Party has devoted considerable 
effort to building a functioning legal system. However, the results of 
legal reform have been mixed at best because of the CCP’s determi- 
nation to maintain its monopoly of power, an objective that precludes 
a truly effective and independent judiciary.' Inevitably, the CCP’s 
control of the judiciary results in its politicization and corruption. 
Like other critical components of the Chinese party-state, the judi- 
ciary, a vast bureaucracy consisting of 31 provincial high courts, 409 
intermediate courts, 3,117 basic-level (county or district) courts, and 
nearly 190,000 judges, has been ravaged by crony capitalism.” Ac- 
cording to data released by the Supreme People’s Court, corruption 
in the Chinese judiciary has grown measurably since the early 1990s. 
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The number of judicial officials, including judges, criminally prose- 
cuted for violation of rules and laws averaged thirty-nine per year in 
1982-1992, but the number more than doubled in 1993-2001. In the 
period 2003-2013, the average number of judicial officials criminally 
prosecuted was ninety-five, slightly higher than that in the 1993-2001 
period.’ Judicial corruption has drawn both scholarly and journal- 
istic attention, but no systematic research has been conducted on 
collusion among judges, a persistent and widespread phenomenon. 
In this section we examine thirty cases of collusive corruption in 
the judiciary, defined as cases involving three or more judges in the 
same court, during the period 1994-2013. We first present the sum- 
mary data of these cases in the Appendix (Table A.5), and then ana- 
lyze the institutional setting, market dynamics, and behavioral 
patterns of collusive corruption in the judiciary. 

The data in Table A.5 reveal, among other things, the persistence 
of collusive corruption in spite of the CCP’s repeated crackdowns.° 
Also notable is the leading role played by senior judicial officials, such 
as presidents, vice presidents, chiefs, and deputy chiefs of tribunals, 
in these cases, befitting the pattern of “vertical collusion.” They were 
the principal culprits in twenty-eight of the thirty cases selected here. 
Also worth noting is that judicial corruption is relatively difficult to 
detect. The average duration of corruption by the lead perpetrator in 
the sample is almost six years (the median is five years). However, se- 
nior judges in intermediate and high courts have longer durations of 
corruption (they account for ten of the thirteen judges with an above- 
median duration of corruption), an indication of the low detection 
risks for crooked judges. The average number of judges involved is 
seven (the median is six). By and large, judicial corruption is not a 
lucrative activity for most perpetrators. The median corruption in- 
come for the lead perpetrator in our sample is 760,000 yuan. How- 
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ever, judicial corruption is marked by high inequality of illicit in- 
come. While some senior judges could be bought for a mere 10,000 
yuan, others reaped millions of yuan in bribes. A closer look at the 
sources of corruption income for the top earners in the sample shows 
that the differences in corruption income are due to the diversity of 
the corrupt activities and the seniority and assigned responsibilities 
of the perpetrators. 

Generally, businessmen litigating disputes in basic-level courts 
are unwilling to spend large sums of money on bribes because these 
courts have jurisdiction over cases that are relatively simple or have 
small claims. More complex cases with larger claims are typically 
tried in intermediate or high courts. As a result, senior judicial of- 
ficers in basic-level courts in our sample who pocketed outsized cor- 
ruption income were those who had more diverse sources of revenue, 
not only bribes from litigants. Guo Shenggui, the president of the 
Xicheng District Court in Beijing, collected 3.67 million yuan from 
lawyers as “broker's fees” during 1999-2006 for recommending them 
to litigants whose cases were pending in his court. In addition, he 
took 3 million yuan in bribes from a contractor who supplied IT and 
interior furnishings for the new complex of the court? Yan De, the 
president of the Maogang District basic-level court in the scandal- 
plagued city of the Maoming in Guangdong, was convicted of em- 
bezzlement, misappropriation of public funds, and bribery in 2012. 
His total corruption income exceeded 20 million yuan. But it con- 
sisted of 7.5 million yuan in embezzlement and 9.1 million yuan in 
misappropriated funds. Bribes, including those from a local mafia 
boss, junior colleagues seeking promotions, and litigants, totaled 3.8 
million yuan, less than 20 percent of his total corruption income.’ 

By contrast, senior judges in charge of enforcement in interme- 
diate and high courts have greater capacity for generating corruption 
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income because, during the enforcement process, auction houses 
bribe these judges to get the coveted commissions to sell the property 
seized by the court. Typically, these companies pay the judges in charge 
of enforcement a share of their profits. Since claims of commercial 
disputes adjudicated in high and intermediate courts often exceed 
tens or hundreds of millions of yuan, even a small percentage of the 
fees paid to auction companies can mean millions of yuan for these 
corrupt judges. In the case of Wu Zhenhan, the president of the 
Hunan High Court, a firm that, during 1999-2000, tried to gain part 
of the commission for auctioning off a shopping plaza worth 400 mil- 
lion yuan offered Wuss son half of the fees (equal to 4 percent of the 
judgment). Wu gave the firm the commission. š Pei Hongquan, a vice 
president in charge of enforcement at the Shenzhen Intermediate 
Court, received 1.5 million yuan and 200,000 Hong Kong dollars 
(HKD) in bribes from an auction firm that had been awarded many 
commissions from the court in the late 1990s.’ Fan Xin, a senior 
judge in the enforcement department of the Guangdong High Court, 
received 1.4 million yuan as his share of the profits from an enforce- 
ment action in 2005 that netted 3.1 million yuan for the middleman, 
a lawyer whose firm gained the authorization to execute a court judg- 
ment. This scandal implicated Yang Xiancai, the chief of enforcement 
of the court, and Huang Songyou, a vice president of the Supreme 
People’s Court and a Guangdong native.” Zhang Tao, a vice president 
of the Chongqing High Court responsible for enforcement, took 
2.17 million yuan in bribes during 1999-2002 from one private 
businessman, who used Zhang’s influence to obtain properties auc- 
tioned off by the court at steep discounts.” 

The punishment of judges prosecuted for corruption is relatively 
severe (Table A.5). Senior judges who reaped millions of yuan in cor- 
ruption income typically drew suspended death or life sentences. 
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Judges who took less in bribes were also punished harshly. The av- 
erage sentence for those whose punishment is known was 9.7 years 
(the median was 10 years). Compared with law enforcement and 
local officials prosecuted for protecting organized crime, the punish- 
ment for corrupt judges in the sample is roughly 25 percent more 
severe (the median sentence for law enforcement and local officials 
involved in protecting organized crime is eight years). A likely expla- 
nation is that crooked judges gain more corruption income than 
officials involved with organized crime. The average amount of cor- 
ruption income for the chief protector of organized crime is 2.15 
million yuan and the median is 0.66 million yuan, both lower than 
the amounts for corrupt judges (Tables A.4 and A.5). Adjusted for 
corruption income, the main criterion for deciding punishment, cor- 
rupt judges also receive slightly more severe punishment than county- 
level officials charged with selling government positions. The median 
corruption income for county-level officials is 2.4 million yuan, about 
three times more than the median corruption income of judges, but 
their median sentence is thirteen years, only three years longer 
(Table 3.2). 


The Institutional Setting of Collusion 


The spread of collusive corruption in the Chinese judiciary is no ac- 
cident. Trial procedures and administrative hierarchies provide an 
institutional environment conducive to collusion among judges. A 
study conducted by two prosecutors in the Hubei Provincial Procu- 
ratorate and released in 2004 reported that 40 percent of the cases of 
judicial corruption in Hubei were crimes of collusion or were con- 
nected with each other.” In the Chinese judiciary, collusion is neces- 
sitated by two institutional features: the role of the “collegial panel” 
(heyiting) and the trial committees, and the administrative hierarchy 
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that grants enormous power to those who head tribunals and courts. 
In Chinese courts, a collegial panel of three judges presides over a 
trial, and decisions are reached by a majority vote if there is no con- 
sensus. In theory, this system is supposed to minimize abuse and cor- 
ruption by an individual judge, but in fact it creates incentives for 
litigants to bribe or influence judges who are assigned to their case. 
In reality, in most trial proceedings involving simple cases, a single 
judge is put in charge, and his decisions are vetted by the chief of the 
tribunal or the vice president responsible for his area of specialty 
(such as civil or criminal law). This arrangement also incentivizes 
collusion because litigants need to bribe or influence both the pre- 
siding judge and his superiors. Another unique institutional feature 
of Chinese courts—the trial committee—similarly encourages col- 
lusion among judges. Trial committees, formed by the president, 
vice presidents, chiefs of tribunals, and senior judges, decide on 
major cases or cases over which collegial panels have significant 
differences. Needless to say, litigants attempting to influence deci- 
sions made by trial committees must bribe multiple judges, as was 
the case with the scandal at the Wuhan Intermediate Court in 2003. 
One judge was bribed by litigants twenty-three times. On twelve oc- 
casions, she was bribed together with her colleagues, including a vice 
president, three deputy tribunal chiefs, and two judges. On seven 
occasions, she and the chief of her tribunal received bribes together. 
Her case was not exceptional. Other crooked judges at the Wuhan 
Intermediate Court often shared bribes with other judges, tribunal 
chiefs, and vice presidents.” 

Unlike conventional courts of law, the Chinese judiciary functions 
as an instrument of rule for the CCP and is governed by a strict ad- 
ministrative hierarchy in which political status and administrative 
rank allow senior officials to exercise excessive influence over judicial 
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proceedings and decisions. According to a lengthy report on judicial 
corruption published in 2013 in Caijing, judges in many courts must 
report to tribunal chiefs the acceptance, filing, and deliberations of 
their cases. Decisions on important and difficult cases must be vetted 
and approved by the presidents of their courts.” The outsized power 
wielded by senior judges appointed to leadership positions in Chinese 
courts makes them prime targets for bribery. In the study on judicial 
corruption in Hubei, half of the corrupt judges were presidents, vice 
presidents, tribunal chiefs, or deputy chiefs while they committed their 
crimes. Even though most of them were not directly responsible for 
trying cases, they controlled or influenced court judgments or en- 
forcements.'° Of the 200 corrupt judges included in the 2013 Caijing 
report, eighty-four were presidents or vice presidents and seventy-two 
were chiefs or deputy chiefs of tribunals and enforcement depart- 
ments.’° Of the thirty cases included in this study, all but two lead per- 
petrators were presidents, vice presidents, chiefs, or deputy chiefs of 
tribunals or enforcement departments. This evidence shows that col- 
lusive corruption in China is primarily a phenomenon involving 


senior judicial officials who often act as ringleaders. 


The Market for Judicial Corruption 


The growth of judicial corruption reflects an expanding illicit market 
in which bribes are traded for favorable legal outcomes. There are 
three participants in this market: litigants and intermediaries 
(lawyers and auction-house owners) on the demand side and judges 
on the supply side. In this section, we explore the strategies and tac- 
tics employed by those seeking favorable treatment from the Chinese 
judiciary. 

In the post-Tiananmen era, stakes for businessmen embroiled in 
commercial litigation have grown considerably, mainly because many 
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of these disputes threaten their property—commercial real estate, 
land and mining rights, and ownership of other valuable assets. 
Greater stakes create more powerful incentives for litigants to seek 
favorable legal outcomes. For these litigants, typically private busi- 
nessmen, bribing judges is no different from bribing other govern- 
ment officials. As long as they believe that their bribes will yield 
positive returns, they will be tempted to try. To be sure, influencing 
judicial proceedings presents a daunting challenge, especially in cases 
involving significant monetary claims, because they are tried in 
intermediate courts and multiple judges are involved in the pro- 
ceedings. However, enterprising businessmen can utilize personal 
contacts, Chinese cultural customs, and social rituals to influence 
judges and, when necessary, play the role of the central coordinator 
in facilitating collusion among judges who do not deal directly with 
each other. In the case that led to the arrest of thirteen judges at the 
Wuhan Intermediate Court in 2003, a private businessman, through 
his lawyer, bribed three deputy chiefs of tribunals and several other 
judges. In return, these judges ruled in favor of the private business- 
man’s firm in a contract dispute with his joint-venture partner during 
2004-2009.” In the scandal at the Foshan Intermediate Court in 
Guangdong, a private real estate developer entangled in an ownership 
dispute separately bribed three judges, including a vice president, to 
gain a favorable ruling. A judge who shared his bribes with three 
colleagues at the Taijiang District Court in Fuzhou was initially ap- 
proached in 2008 by the lawyer for a real estate developer who was 
the plaintiff in a contract dispute. In violation of the rules, the judge 
discussed the case with the lawyer privately several times and agreed 
to his demands to alter the claims and give them favorable consider- 
ation in his ruling. Such helpfulness earned the judge gifts worth 
nearly 30,000 yuan.” 


‘The Spread of Collusion 


In one of the earliest cases of collusive corruption in the judiciary, 
a Hebei businessman in Qiaoxi district in Zhangjiakou, who tried to 
prevail in a contract dispute in 1993, first approached the deputy sec- 
retary of the CCP’s local politics and law committee, who in turn 
introduced him to the president of the district court, Cheng Guiging. 
After receiving gifts and small bribes from the businessman, Cheng 
began a series of maneuvers, including replacing the judge who 
originally tried the case with a loyalist, to deliver a favorable ruling 
for the businessman. The businessmen entertained Cheng, the new 
judge overseeing his case, and the chief of the economic tribunal at 
a private banquet and gave them relatively small bribes. Such efforts 
produced a favorable decision for the businessman. During the ap- 
peal, the businessman managed to bribe a judge on the provincial 
high court and entertained him in a brothel. The judge duly ruled for 
the businessman.”° 

An equally egregious case in our sample occurred in the Shi- 
zuishan Intermediate Court, the Yinchuan Intermediate Court, and 
the Ningxia High Court. Ding Haiyu, an enterprising businessman, 
succeeded in bribing twenty-five judges on the three courts. Before 
he was arrested in 2006, he sued nearly all the companies that did 
business with him and “won” more than ten cases in the three courts. 
In one lawsuit, Ding and the president of the Shizuishan Interme- 
diate Court faked evidence. Ding applied a proven formula to buy 
off the judges. He would first informally consult a judge to see if the 
lawsuit he was planning to file had any chance of success. Then he 
would take the judge out to dinner and give the judge instructions 
as to how to proceed. If the presiding judge was reluctant to help, Ding 
would approach the presidents of the courts and ask them to inter- 
vene. Sometimes Ding would demand that certain judges be assigned 
to his cases. In befriending the judges and officers of the Shizuishan 
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Intermediate Court, Ding turned his company into a virtual slush 
fund for them. Judges and officers of the court frequently came to his 
company to reimburse entertainment and cell phone expenses.”! 

A more disturbing variety of judicial corruption involves orga- 
nized crime. Our sample contains three such cases. Liu Yong, a crime 
boss in Shenyang during 1995-2000, bribed the president and vice 
president of the Shenyang Intermediate Court, though the press did 
not report what kind of favors Liu received in return.”” He Mingjie, 
chief of the civil tribunal at the Maogang District Court, helped a 
local mafia boss forge legal documents so that the court could help 
him collect on his high-interest loans in 2008.” Four senior judges 
in the Jilin High Court, including the chief and deputy chief of the 
criminal tribunal, were arrested in 2007 for taking bribes from the 
lawyer for a crime boss in exchange for reducing his sentence (from 
fifteen to five years) during the appeal.” 

Obtaining a favorable judgment through bribery may seem an im- 
pressive accomplishment for private businessmen. But there is an 
even more desirable outcome they eagerly seek—favorable enforce- 
ment action. Given the difficulty in enforcing court judgments in 
China, litigants have a strong interest in ensuring either the effective 
enforcement of favorable judgments or the prevention of enforcement 
of adverse judgments.” They can achieve this objective by bribing the 
judges in charge of enforcement. 

One example in our sample is Jia Yongxiang, president of the 
Shenyang Intermediate Court (who had headed the city’s bureau of 
state security). After a local private businessman faced bankruptcy 
if an unfavorable judgment was enforced, he approached Jia for 
help in 1999. Jia called the court’s chief of enforcement and in- 
structed him to “provide assistance if it does not violate major princi- 
ples.” The chief of enforcement got the message and stopped the 
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enforcement action, saving the private businessman, who later gave 
Jia a bribe of 20,000 yuan in appreciation.” Another example is 
Judge Lin at the Taijiang District Court in Fuzhou in 2009. At the 
request of a plaintiff who was willing to pay a bribe to ensure speedy 
enforcement of the judgment, Lin asked a colleague to find a “con- 
nection” in the enforcement department of the court. His colleague, 
who was promised a share of the bribe by Lin, managed to secure the 
help of Judge Liu in the enforcement department, promising an un- 
specified “reward.” After Judge Liu quickly completed the enforcement 
action, Lin, who had already received a bribe from the plaintiff, hosted 
a dinner for his colleague (the intermediary) and Liu. During the 
dinner, Lin paid the intermediary an unspecified amount and gave Liu 
50,000 yuan as his share of the bribe.” In the corruption scandal at 
the Zhanjiang Intermediate Court in Guangdong, the nine judges 
who had accepted bribes from litigants similarly sped up the trial and 
enforcement processes during 2002-2010.”* Shang Jun, a president of 
the Fuyang Intermediate Court, also helped a defendant who lost a 
case evade enforcement action during 1994-1995.” 


Behavioral Patterns in Judicial Collusion 


The practice of paying bribes to secure judicial appointments and 
promotions is widespread inside the Chinese court system and has 
become the principal means of vertical collusion in the judiciary. In 
addition to subverting the process of judicial appointment based on 
qualifications and integrity, this practice also reinforces incentives 
for judicial corruption and facilitates collusive corruption among 
judges. Obviously, those who have obtained their judicial appointments 
or promotions through bribery need to recover their investments by 
extracting bribes from the litigants. Senior judges in administrative po- 
sitions who have “sold” judicial appointments and promotions to their 
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underlings can rely on them to cooperate in corrupt activities in the 
judiciary. 

Among the cases in the sample, President Yan De of the Maogang 
District Court in Maoming City is an illustrative example. Besides 
protecting a local mafia boss and taking kickbacks from contractors 
who built the court’s complex, before his arrest in 2009 Yan also 
engaged in appointing and promoting junior judges who paid him 
bribes.” In a scandal that implicated more than ten chiefs of tribu- 
nals and judges in the Hunan High Court in 2004, a vice president of 
the Changsha Intermediate Court who wanted a promotion paid 
100,000 yuan to the wife of Wu Zhenhan, the president of the Hunan 
High Court.’ In 1997, Liu Shi, the former president of the Shenyang 
Intermediate Court, received about 50,000 yuan in bribes from Chen 
Changlin, a subordinate seeking promotion and other favors. Chen 
also used 20,000 yuan in public funds to pay an artist for a painting 
as a gift to Tian Fengqi, the president of the Liaoning High Court 
(who was later arrested for corruption). Liang Fuquan, a vice presi- 
dent of the Shenyang Intermediate Court, asked Chen to deliver a 
bribe of 10,000 yuan to Liu Shi after Liu nominated him for the posi- 
tion in 1998. Chen not only survived the investigations following the 
notorious Shenyang scandal, which sent many of its senior leaders to 
jail in 1999-2000, but also continued to receive promotions. By the 
time Chen was detained for corruption in 2014, he had risen to be 
vice president in charge of enforcement at the Liaoning High Court. 

A particularly shocking instance of corruption in judicial appoint- 
ments and promotions was the scandal at the Fuyang Intermediate 
Court, where three successive presidents were arrested on a variety 
of misconduct charges. Shang Jun, the president of the court, took 
bribes totaling 900,000 yuan from her subordinates seeking promo- 
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tions and other favors. In 1996, she pocketed 30,000 yuan from a vice 
president of a county court and appointed him to the presidency of 
an urban district court; she appointed another underling to the pres- 
idency of a county court after receiving a bribe. Liu Jiayi, who suc- 
ceeded Shang in 1997 and was reassigned in 2004, took bribes to- 
taling 452,000 yuan from twelve subordinates in the court in return 
for promotions and appointments. Zhang Zimin, who took over Liu’s 
post, secured his appointment after he asked Shang Jun to deliver his 
bribe to Wang Zhaoyao, a deputy provincial party chief in charge of 
law enforcement.” 

Horizontal collusion among judges is facilitated by the bonds of 
personal trust forged through socialization and joint participation in 
illegal activities. Among the various social activities used as means 
of trust-building, judges and those seeking to bribe them prefer 
dinners and sleazy entertainment. The rationale behind involving 
multiple judges in such activities is self-evident: Since those who 
participate will have violated official rules against accepting meals, 
money, and gifts from litigants, they can be counted on to keep each 
others secrets.** 

One representative case in our sample was Judge Lin in the Taijiang 
District Court in Fuzhou. After Lin helped a litigant obtain speedy 
execution of the judgment in his case in 2009, he hosted a dinner for 
two of his colleagues, including the judge who had delivered the fa- 
vorable enforcement. During the dinner, Lin shared the bribe from 
the litigant with his colleagues.” In the corruption scandal at the 
Shiyan Intermediate Court in Hubei in 2003, the owner of an auction 
house who brazenly attempted to use fraudulent means to seize 1,904 
tons of steel belonging to a state-owned firm also wined and dined 
several judges together. During the meal, they played a card game 
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and the businessman intentionally lost money to the judges.*° A busi- 
nessman embroiled in a lawsuit in the Qiaoxi District Court in Hebei 
in the early 1990s also entertained several judges of the district court 
and the provincial high court together (in one instance, the busi- 
nessman hosted a dinner for several judges in a special private room 
where sanpei girls were available).*” Another salacious case of judges 
engaging in sleazy entertainment was the scandal that led to the dis- 
missal of four senior judges of the Shanghai High Court in 2013. They 
were entertained by a senior SOE executive, who later paid prostitutes 
to sleep with them. The judges were caught on video camera when 
they entered and exited the hotel. After the video was posted online 
and ignited a public uproar, the judges were expelled from the party 
and fired from their positions.*® 

Another factor reinforcing bonding and trust is shared financial 
interests. One method used by private businessmen eager to seek 
protection from officials (including judicial officials) is to give them 
direct financial stakes, often for free or at steep discounts, in their 
businesses. Usually these stakes take the form of “dry shares” (gangu), 
which allow officials to receive dividends but exercise no voting rights. 
Several judges at the Shiyan Intermediate Court in Hubei, including 
the vice president responsible for enforcement, who tried to help the 
owner of an auction house illegally seize 1,904 tons of steel in 2001, 
owned gangu in the auction house that generated regular dividend 
payments.” Similarly, the president of the Yichuan County Court in 
Henan, along with six of his colleagues (including a vice president, 
the chief of the civil tribunal, and the chief of the criminal tribunal), 
also owned gangu in a private local mining company whose owner 
received a favorable order from the court in 2009 that allowed him to 


operate his mines even though the owner was serving a suspended 
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sentence and should not have been allowed to run his mining busi- 
ness. (Later one of his mines had an explosion that killed forty-four 
people 

A more blatant act of collusion that cements trust among crooked 
judges is the open acceptance, sharing, and distribution of bribes, a 
practice found in some of our sample cases. In probing the scandal at 
the Wuhan Intermediate Court in 2004, investigators found that 
one judge had accepted bribes twenty-three times; on twelve occa- 
sions, she collected her bribes together with her fellow judges, in- 
cluding a vice president, three deputy tribunal chiefs, and two other 
judges involved in the cases for which she was responsible. She was 
not alone in accepting or sharing the spoils with her colleagues. Other 
senior judges, including tribunal chiefs and vice presidents, rou- 
tinely shared their bribes with their colleagues before their crimes 
were uncovered in 2004.“ The same phenomenon was also found at 
the Fuyang Intermediate Court, where judges who had been bribed 
by litigants would divide up their bribes with other judges so that the 
latter would help their bribers. According to Xue Yi, a deputy chief of 
a civil tribunal of the court who drew a life sentence in 2005, eight 
fellow judges had approached him and given him envelopes filled 
with cash, along with case files, and asked him to “take care of them.” 
He also claimed that judges would jointly attend dinners hosted by 
litigants, introducing each other to would-be bribers.”” 


Collusive Corruption in Regulatory Enforcement Agencies 


The spread of collusive corruption to state agencies responsible for 
enforcing regulations in environmental protection, workplace safety, 
and food and drug safety should be considered another symptom 
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of the decay of the Chinese party-state. In this section, we analyze 
corruption involving multiple individuals in three key state agencies: 
environmental protection bureaus, work safety bureaus (including 
coal mine safety bureaus), and food and drug administration. 

Based on the data in Table A.6 on corruption involving multiple 
individuals in environmental protection bureaus (EPB), work safety 
bureaus (WSB), and food and drug administration (FDA), the dura- 
tion of corruption for the chief perpetrators in the thirty selected 
cases is about six months longer than that for those in our selected 
cases of judicial corruption. The average and median duration is 6.3 
and 5 years, respectively. The number of people implicated in each 
case is roughly the same as in the selected cases of judicial corrup- 
tion. The average number is eight and the median is six, although the 
standard deviation is twice that of the selected cases of judicial cor- 
ruption. One likely explanation is that collusion in these agencies 
does not require a very large number of individuals. Economically, 
given the limited income they can generate from their corrupt activi- 
ties, regulatory officials may not want to involve more colleagues and 
dilute their earnings. Conversely, businessmen who bribe them also 
prefer not to waste money bribing too many officials. The median 
amount of corruption income of the lead perpetrators in these cases 
is 510,000 yuan, only slightly less than that in the selected cases of 
judicial corruption. One explanation is that most perpetrators have 
relatively low status and administrative authority. Half of the chief 
perpetrators in our sample are ke, or section-level, officials, one full 
notch below chu or division level, the rank of a county party chief. 
In addition, corruption purchased from these officials has limited 
value. Those engaging in corruption in regulatory enforcement deliver 


only “services” (such as protection in cases of regulatory enforcement), 
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which are not as valuable as government posts or deeply discounted 
state-owned assets. 

Despite the modest corruption income gained by officials in regula- 
tory agencies, they received, by comparison, harsh punishment. The 
average length of a term sentence in our sample is 9.6 years and the 
median is ten years, similar to those in the selected cases of judicial 
corruption. Like crooked judges, corrupt regulatory and enforcement 
officials are given more severe punishment, adjusted for the amount of 
their corruption income, than local party chiefs, probably for two rea- 
sons. For all its tough rhetoric about punishing senior officials caught 
for corruption, the CCP actually gives them more lenient sentences in 
practice, as we have seen. Additionally, the discrepancy in sentencing 
according to the amount of corruption income is the result of both the 
lack of progressivity and the vagueness in China’s legal system for 
determining punishment for corrupt officials. The penalties for those 
who have received bribes are only vaguely specified.® 

Although their corruption income is not high, officials in regula- 
tory enforcement agencies such as EPBs and WSBs nevertheless wield 
considerable power in granting approvals and levying penalties on 
businesses that have violated government regulations. Possession of 
such power gives these officials the ability to demand and extract 
bribes from businesses that seek to evade government regulations and 
sanctions. The corrupt relationship between regulatory enforcement 
officials and the businesses they are supposed to monitor is main- 
tained through exchanges of regulatory favors and bribes. To date, 
corruption in Chinese regulatory agencies such as EPBs and WSBs has 
received widespread press coverage in China, but little scholarly atten- 
tion. The brief analysis of the patterns of corruption in this section 
aims to shed some light on how such activities are carried out. 
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Corruption in Licensing and Enforcement Actions 


The power to grant licenses can easily be converted into means of 
extracting bribes for regulatory officials. In the selected cases here, 
such behavior was widespread. In the scandal in the Wenzhou WSB 
in 2008 that implicated seventeen officials who pocketed bribes worth 
1.87 million yuan, Chen Caixing, director of the Wenzhou Munic- 
ipal WSB, received 97,000 yuan from a private businessman to help 
him obtain licenses to sell firecrackers and perform safety evaluation 
services.** Ye Liangang, the director of the Wenzhou Municipal EPB, 
took bribes from a businessman running an environmental service 
firm in exchange for helping the firm pass an inspection during 
2006-2008. He also helped another businessman who owned a chem- 
ical plant to pass an environmental inspection.* In a scandal that roiled 
the Guangzhou Municipal EPB in 2004, the owner of a private envi- 
ronmental assessment firm bribed five senior officials of the munic- 
ipal EPB, including its director, to gain enough favor so that his firm 
could help other businesses obtain approvals from the EPB for a fee.*® 
In the scandal at Shanxi’s Jiexiu Municipal EPB that implicated its 
three deputy directors in 2012, one of the deputy directors demanded 
bribes from fifty-nine firms with environmental assessment impact 
reports pending for his approval.” In the Cixi City EPB in Zhejiang, 
three successive directors were arrested for corruption. One director, 
Xu Hongjun, who headed the agency from 2002 to 2008, accepted 
bribes totaling 613,000 yuan on twelve occasions. In 2003, he took 
300,000 yuan from a businessman to help his firm get a higher alloca- 
tion of the pollution allowance. (Xu’s predecessor was involved in a 
scandal that implicated seven officials in his bureau.) One businessman 
running a plating business separately bribed two officials to seek lax 
enforcement on the wastewater discharged by his firm.“ 
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In the corruption case that brought down nine officials at the State 
Food and Drug Administration (SFDA) in 2006, Wei Wei, owner of 
a private drug company based in Jilin, bribed multiple officials at the 
SFDA to obtain about 200 licenses from the agency during three 
years (2002-2005). Through bribes, Wei first secured the collaboration 
of two senior officials at the Jilin FDA (a deputy director of the Jilin 
FDA and a deputy chief of the department licensing drugs) to obtain 
fraudulent approval for his firm’s products. He then bribed Liu Yuhui, 
an official in the China Pharmaceutical Association (a government- 
affiliated industry group), who subsequently became his intermediary. 
With funds supplied by Wei, Liu bribed Cao Wenzhuang, chief of the 
licensing department at the SFDA (and a protégé of the director of 
the SFDA, Zheng Xiaoyu, who was later executed for taking millions 
of yuan in bribes). Also through Liu’s contact, Wei established ties 
with a junior official, Mao Teng, who was in charge of “queuing up” 
drug applications for approval. (Drug companies must first receive a 
number for their product, and the number determines when it will 
be reviewed.) Mao received 300,000 yuan in bribes from Wei. Mao 
also helped Wei because he knew Wei was a close friend of his supe- 
rior, Cao, and could help him be promoted.’” 

We can gain a deeper appreciation of the process of bribery and 
collusion from a separate incident also involving Wei. When he 
needed to have three drugs approved in 2004, Wei first used his con- 
tacts with Liu and Cao to secure a meeting with a junior official, Li 
Zhiyong, whose approval was required to start the review process. 
Wei then went to a more senior official, Wang Guorong, whose sup- 
port was indispensable for final approval, but Wang initially refused 
to act on Weis application. Undeterred, Wei gave 150,000 HKD to Li, 
who was Wang’s protégé, and also paid 100,000 HKD to Wang. But 
Wang still refused to help Wei. Li told Wei that he “gave too little to 


235 


Chinas Crony Capitalism 


Wang” and suggested he “do a bit more to show his appreciation.” 
Subsequently, Wei took $60,000 in cash and gave Li $10,000 and 
Wang $50,000. Even after paying a significant bribe, approval was not 
guaranteed. On the eve of the approval, Li told Wei to “show more 
appreciation to Wang.” Wei reluctantly gathered another $80,000 in 
cash, and gave $30,000 to Li and $50,000 to Wang. Five days later, 
Wei received the coveted approval for the three drugs. 

Zheng Xiaoyu, the director of the SFDA, pocketed 6.4 million 
yuan in bribes directly from eight companies in return for approving 
twelve drugs before his arrest in 2006. One private drug company 
called Double Pigeon Co. paid him 2.9 million yuan. Zheng’s wife 
served as an adviser to this company, while his son was given shares 
in the same company. When Double Pigeon needed approval for one 
of its products, Zheng directed his executive assistant to take the 
owner of the firm to meet Hao Heping, the division chief for medical 
equipment. After the meeting, approval was granted. (Hao was im- 
plicated in the SFDA scandal as well.) In another instance, Zheng 
took 1 million HKD from another private businessman whose com- 
pany was applying for approval of one of its products at the SFDA. In 
return, Zheng instructed two subordinates to grant approval even 
though this violated the normal approval procedure.” Zheng was 
able to carry out his corrupt activities not only because of the powerful 
post he held, but also because of a network of loyalists whom he had 
placed in the SFDA. Shortly after he became the director of the agency, 
he appointed his allies to key positions. One protégé, who was also in- 
volved in the scandal, became the head of the personnel department 
of the agency. Another loyalist, Hao Heping, became the chief of the 
medical equipment division.” 

The acceptance of bribes in exchange for lax enforcement actions 
is a widespread practice as well. Wu Shutian, director of the munic- 
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ipal WSB in Bengbu, Anhui, and his deputy each took about 50,000 
yuan in bribes from the owner of a private firm where a major acci- 
dent had killed three workers in 2007. They reduced the amount of 
the fine on the firm from 200,000 yuan to 70,000 yuan and cut the 
personal fine on the businessman from 40 percent of his prior-year 
income to only 2,000 yuan. In the corruption case that brought down 
three deputy directors of the Jiexiu City EPB in Shanxi in 2012, one 
of them received bribes from firms that discharged industrial waste. 
His typical method of extracting bribes was to order his staff to first 
issue “notifications of fines” to these firms and then waive the fines if 
the notified firms paid him oft "7 Wang Guojun, deputy director of 
the Jilin Provincial Coal Mine Safety Bureau, pocketed over 2 mil- 
lion yuan in bribes during 1997-2007. One of his coconspirators was 
the deputy director of the provincial coal bureau in charge of mine 
safety. The duo often headed the provincial team that investigated 
coal mining accidents. They received bribes from coal mine owners 
in return for reducing fines or allowing them to retain their mining 
licenses.” In the case implicating more than thirty officials in the 
Nantong Municipal EPB in Jiangsu in 2012, the head of the agency 
and his deputy accepted bribes from businessmen whose firms pro- 
cessed hazardous waste without licenses.°° At the Haiyan County 
EPB in Zhejiang during 2003-2013, its director, deputy director, 
and two other officials received bribes from businessmen in ex- 
change for giving a stamp of approval to the equipment in their fac- 
tories for discharging wastewater containing pollutants exceeding 
government standards.” Between 2007 and 2010, the deputy chief 
of the Hunan FDA and four other officials in the agency collec- 
tively protected a drug company that produced unsafe pharmaceu- 
ticals. They imposed light penalties for violations and allowed its 
products to be included in the province’s official list of preferred 
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drugs for public procurement. They took bribes totaling 1.86 mil- 
lion vuan." 


Collusion with Intermediaries 


The Chinese government’s regulations on work safety and environ- 
mental protection routinely require independent assessments of com- 
panies’ qualifications or the environmental impact of their proposed 
activities and businesses. The cases selected in our sample reveal that 
this requirement has become a major source of bribe-extraction for 
Chinese regulators. Corruption involving collusion between a for- 
profit intermediary and regulatory officials is especially common in 
environmental protection agencies. Typically, many of these inter- 
mediaries are affiliated with the environmental protection agencies 
or other government entities. According to the Chinese Ministry of 
Environmental Protection, of the 1,162 environmental assessment 
firms in 2011, 333 were affiliated with local environmental protection 
agencies and 243 were classified as “nonprofit government agen- 
cies.”*? Those environmental assessment firms unaffiliated with local 
EPBs or other government entities are usually owned by former of- 
ficials of the local EPBs. This arrangement not only causes conflicts 
of interest for local EPBs, but also induces collusion between officials 
in local EPBs and these intermediaries. 

An illuminating case of corruption through government-affiliated 
intermediaries is the scandal that implicated more than ninety off- 
cials and private individuals, including five chu-level officials in the 
city’s EPB and six directors of district or county EPBs, at the Hang- 
zhou Municipal EPB in 2007. In this case, one enterprising official, 
Pan Jun, became the head of the research institute affiliated with the 
city’s EPB, and he immediately approached the heads of the EPBs 
in the district and county of the city and promised them 30 percent 
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kickbacks on the revenue generated from environmental assessment 
services they directed to his institute. Specifically, the EPBs would 
“recommend” the institute to the firms that needed such an assess- 
ment. Because the EPB had to approve the assessment, the firms had 
no choice but to retain Pan’s institute. This deal increased the rev- 
enue for the institute tenfold within three years. The institute paid 
the EPBs 7.4 million yuan in “collaborative fees.” Portions of these 
fees were illegally and privately shared by the officials in the EPBs. 
The director of the Tonglu County EPB split 455,000 yuan in such 
fees with two of his deputies between 2003 and 2006. Some of the fees 
went into slush funds in these EPBs that would be used to increase 
the income of their employees and reimburse the personal travel and 
entertainment expenses of the officials.°° 

In the corruption case at the Jiangmen Municipal EPB in Guang- 
dong, three low-level officials were separately bribed by two private 
businessmen who established an “environmental assessment impact” 
firm in 2005, even though they lacked technical and financial quali- 
fications. One of the officials they bought off approved the environ- 
mental impact reports the firm produced. At the Liuyang County 
EPB in Hunan, six officials, including the director and the head of 
the agency’s discipline inspection committee, were involved in a 
corruption case in 2004. Two of the disgraced officials pocketed 
kickbacks from companies that paid the EPB for finding qualified 
entities to perform “environmental impact assessment” reports. Ac- 
cording to the prosecutors, officials in the EPB colluded with each other 
to embezzle the revenue generated by these “commissions” and divided 
up the spoils among themselves. This practice was an open secret in the 
Liuyang EPB, which asked entities qualified to perform environmental 
impact assessments to pay 35 percent in “collaborative fees.” Such 
kickbacks were stashed in slush funds, which officials distributed 
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among themselves before the plot unraveled in 2003.% At the Hu- 
zhou Municipal EPB, where twelve officials, including the director 
and two deputy directors, were arrested in 2005 for corruption, the 
case centered on the owner of a private firm specializing in environ- 
mental impact assessments. He bribed the key officials of the EPB to 
get the business. The head of the EPB confessed that he would rec- 
ommend the company to firms seeking environmental impact as- 
sessments. Part of the income from the company, which had been an 
entity affiliated with the EPB before it was privatized, would be paid 
to the EPB off the books and would be used to increase the EPB’s 


bonus pool. 


Corruption through intermediaries was also found in 
the work safety agencies. For instance, Xie Guangxiang, director of 
the Hunan Provincial WSB and the Coal Mine Safety Bureau (CMSB), 
owned nonvoting, dividend-producing shares in a private company 
that provided safety assessment services. Such shares were merely 
another form of bribery paid by the firm to regulatory officials to gain 


business Di 


Patterns of Collusion 


Like other officials in the Chinese party-state, those working in 
regulatory agencies engage in patterns of collusion that have been 
documented in this study. In the cases selected here, we observe all 
three: vertical collusion through maiguan maiguan, horizontal col- 
lusion among insiders through joint participation in crime, and 
outsider-insider collusion aided by implicit knowledge of similar 
behavior by colleagues. As seen earlier, one of the critical bonds fa- 
cilitating collusion among officials is maiguan maiguan. To be sure, 
officials in regulatory agencies possess, in comparison with local party 
chiefs, far less power to make personnel appointments. Nevertheless, 
the practice of paying bribes for appointments and promotions in 
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these agencies is also found in some of the sample cases here. Xie 
Guangxiang, head of the Hunan Provincial WSB and CMSB who was 
arrested in 2008, not only protected a protégé, who had bribed him 
for promotion, from an antigraft investigation in 1999, but also elevated 
him to head a county WSB.® In the corruption case at the Guangzhou 
Municipal EPB, the head of the agency had taken bribes to fund his ef- 
forts to be promoted in 1999.°° Cao Wenzhuang, who was given a sus- 
pended death sentence in 2007 for his involvement in the scandal at 
the SFDA, received 400,000 yuan from a junior official as funds to 
“compete” for the position as a deputy director of the agency.% The 
director of the Guangzhou FDA took bribes totaling 200,000 yuan 
from subordinates in return for appointments and promotions during 
2000-2003.°8 

While maiguan maiguan can build mutually beneficial relations 
between a supervisor and a subordinate, sharing spoils is a routine 
form of horizontal collusion in these agencies. Direct participation 
in corrupt activities solidifies trust among its perpetrators. This dy- 
namic is illustrated in the 2007 scandal at the Hangzhou Municipal 
EPB. The chief perpetrator, Pan Jun, privately shared his spoils with 
some of the officials in the EPBs. The director of the Tonglu County 
EPB split 455,000 yuan in such illicit income with two of his depu- 
ties. Some of the fees went into slush funds in these EPBs that were 
used to increase the income of their employees and reimburse the 
personal travel and entertainment expenses of the officials. The head 
of the department of pollution control in the Hangzhou Municipal 
EPB, the head of the general office of the Hangzhou EPB, and five or 
six of their colleagues formed a closely knit inner circle. They often 
socialized through gambling and shared bribes. In the corruption 
case at the Hangzhou Municipal EPB, it was revealed that in 2005 
the agency’s officials illegally spent some of the funds allocated for 
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environmental mitigation on bonuses and shared them among them- 
selves, often using false documentation.” At the Haining Municipal 
WSB, one official who collected bribes from businessmen shared the 
bribes with three other officials in the same agency, including his direct 
superior! At the Wuzhou FDA, between 2009 and 2011, seven offi- 
cials split embezzled public funds among themselves.” 

Unlike bribing superiors for promotions or sharing corruption 
income, outsider-insider collusion facilitated by implicit knowledge 
of similar acts committed by colleagues is more difficult to document. 
On the surface, such corruption, committed by individuals acting 
alone in a government agency in which multiple corrupt officials 
operate at the same time, might not qualify as collusion. However, this 
type of collusion, coordinated mainly by various businessmen, is im- 
plicit. Among the cases selected here, four examples offer tantalizing 
evidence. At the Jiexiu Municipal EPB in Shanxi province, all three 
deputy directors engaged in corruption, albeit individually, during 
2008-2012. After they were arrested, all three officials tried to exon- 
erate themselves by claiming, “I did this because I saw the others doing 
it” When he was detained in 2006, Ren Weibin, director of the 
Shangcheng District EPB in Hangzhou, declared, “If we have to die, we 
all die together.” He soon gave investigators information on the cor- 
rupt activities of another colleague, the head of the pollution con- 
trol department, who had received bribes from a businessman. In 
2004, Li Weiyu, the head of the Guangzhou Municipal EPB, turned 
himself in after learning that two of his colleagues had been de- 
tained, and he then provided information that led to the arrest of 
several other officials in the agency. These examples suggest that 
corrupt officials in such agencies most likely had implicit knowl- 
edge of their colleagues’ misdeeds even if they did not collude 
directly.” 
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Collusion and the Local Mafia States 


In this section, we shift our attention to provincial- and prefecture- 
level jurisdictions, where a very large number of top local officials 
have been implicated in woan or chuan’an. Although not all of these 
corrupt officials directly colluded with each other, investigations into 
the corrupt activities of some officials quickly uncovered the mis- 
deeds of the others. The number of key local officials arrested for cor- 
ruption is often so large that senior Chinese officials call these cases 
“collapse-style corruption” (tafangshi fubai).’”° Collapse-style corrup- 
tion typically involves the most senior local officials (the party chief 
or the mayor) who collude with private businessmen, their subordi- 
nates, or even organized crime gangs. In some of the high-profile cases 
of collapse-style corruption, such as the ones we briefly describe below, 
successive party chiefs, mayors, and other key local officials all par- 
ticipated in corrupt activities. Theoretically, the phenomenon of 
collapse-style corruption is the logical outcome of collusion among 
local elites. In jurisdictions where collusive elites have gained dominant 
control over the local party-state, they transform the local party-state 
into local mafia states. Consequently, the collapse-style corruption 
that has subverted the authority of the CCP becomes all but inevitable. 


Collapse-Style Corruption in Large Jurisdictions 


Based on official press coverage, we assemble below a representative 
list of provinces and prefecture-level cities where a very large number 
of key local officials have been implicated in “collapse-style corrup- 
tion” cases since the late 1990s. To be sure, this list is by no means 
exhaustive and excludes some of the jurisdictions where similar 
collapse-style corruption has occurred (such as Guangxi, Inner Mon- 
golia, and Kaifeng).”° 
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HEILONGJIANG. The scandal in this northeastern province was ex- 
posed during 2002-2005 and implicated 265 officials, including seven 
provincial-level cadres, more than thirty bureau-level officials, six 
prefecture party chiefs, and two prefecture mayors. Key provincial- 
level officials disgraced in the corruption case were Tian Fengshan, 
provincial governor (1995-2000); Han Guizhi, former provincial 
party organization chief (1996-1999); two deputy chiefs of the pro- 
vincial organization department; the provincial propaganda chief; a 
deputy provincial governor; the president of the provincial high 
court; the head of the provincial procuratorate; the head of the pro- 
vincial party secretariat; the director of the provincial justice 
department; a deputy secretary of the provincial politics and law 
committee; the director of the provincial personnel department; and 
the director of the provincial transportation department. Most of 
them engaged in buying and selling offices and accepting bribes 


from businessmen.” 


SHANXI. This province, the power base of Ling Jihua, the former 
director of the CCP’s General Office of the Central Committee 
(2007-2012) arrested in 2014 for alleged corruption, was hit hard 
by Xi Jinping’s anticorruption drive in 2013-2014. Eight provincial- 
level officials were detained. While the total number of officials 
implicated in the scandal remains to be determined, key officials im- 
plicated include two sitting deputy governors; two former deputy 
governors; a former provincial propaganda chief; a deputy provin- 
cial party chief who headed the provincial discipline inspection 
committee and his chief deputy; the head of the provincial party 
secretariat; Ling’s elder brother, who headed the provincial develop- 
ment and reform commission; three successive party chiefs and 


police chiefs of Taiyuan City, the provincial capital; and fifteen 
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bureau-level officials in the provincial government, including the 
heads of the departments of land resources, transportation, and en- 


vironmental protection.” 


JIANGXI. The corruption case in this province came to light in 
2014 when the former provincial party chief, Su Rong, was arrested. 
Following Sus fall, several of his close associates in the provincial 
government were also arrested. They included a deputy provin- 
cial governor, the head of the provincial party secretariat, a deputy 
chairman of the provincial people’s congress, the director of the 
provincial tax bureau, two successive directors of the provincial 
development and reform committee, and more than forty prefecture- 


level officials.” 


YUNNAN. The former party chief of the province, Gao Yan, fled 
China with his mistress in 2002. A former governor, Li Jiating, re- 
ceived a suspended death sentence in 2003 for accepting more than 
18 million yuan in bribes and sharing a mistress with a local mafia 
boss. In 2014 and 2015, a series of arrests decimated the provincial 
leadership. Bai Enpei, a former provincial party chief, was arrested in 
2014 for corruption. Several other senior provincial officials, including 
a former deputy provincial party secretary and a deputy governor, 
were also arrested. A former deputy governor committed suicide. 
Three successive party chiefs of Kunming, the provincial capital, were 
detained for corruption. In 2014, thirty-seven prefecture- and bureau- 
level officials, including the former head of the provincial transporta- 


tion department, were arrested.*° 


FUZHOU, FUJIAN. In this case, which rocked Fujian’s provincial 
capital (population 7.2 million), a crime boss, Chen Kai, once the 
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city's richest man, whose crimes included international drug traf- 
ficking, gambling, and prostitution, paid about 10 million yuan to 
dozens of local officials between the mid-1990s and 2003. After Chen 
was arrested in 2003, investigations into his case implicated ninety- 
one officials, including fifty above the level of county and chu. Among 
the key city officials who protected Chen’s criminal enterprise were 
two successive deputy party chiefs in charge of law enforcement, a 
deputy mayor, Fuzhou’s two successive police chiefs, two deputy po- 
lice chiefs, the head of the city’s cultural bureau, a vice president of 
the city’s intermediate court, the head of the Fuzhou party secretariat, 
the deputy chief of Fujian’s department of state security, and the 
head of the Fuzhou branch of the Bank of China 8 


SHENYANG, LIAONING. This scandal unfolded in this city of 8.2 
million during 1999-2001, implicating 122 individuals and resulting 
in sixty-two criminal prosecutions. Among the key officials involved 
in the case were the city’s mayor, Mu Suixin; the executive deputy 
mayor; two officials with deputy-mayor rank; eleven bureau-level of- 
ficials, including the directors of the finance bureau, development 
commission, state asset supervision bureau, and tobacco bureau; 
and seven deputy bureau-level officials. In addition, the president and 
two vice presidents of the city’s intermediate court and the city’s 
chief prosecutor were arrested. A local crime boss, Liu Yong, bribed 
many city officials.” 


FUYANG, ANHUI. Between 2000 and 2006, successive corruption 
scandals were exposed in this agrarian prefecture-level jurisdiction 
(population 9.3 million). In 2000, the city’s mayor, Xiao Zuoxin, was 


arrested for corruption and later sentenced to life imprisonment. His 
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case implicated sixty individuals. In 2002, a deputy governor of 
Anhui and former party chief of the prefecture, Wang Huaizhong, 
was arrested and later sentenced to death. More than 160 individuals 
were involved in his case. In 2005, Wang Zhaoyao, the head of the 
provincial politics and law committee and Wang Huaizhong’s prede- 
cessor, was arrested for corruption. Among the officials arrested for 
corruption during this period were Xiao’s successor, Mayor Li He- 
zhong, a deputy mayor, the chief of the party organization depart- 
ment, three successive presidents and two vice presidents of the city’s 
intermediate court, the director of the city’s bureau of state security, 
three successive police chiefs, the head of propaganda, and the head 
of the city’s party secretariat.’ 


CHENZHOU, HUNAN. In 2006, Li Dalun, the party chief of this city 
of 4.6 million, was arrested for taking bribes exceeding 32 million 
yuan. Investigations into his case resulted in the arrest of 110 offi- 
cials, including twenty officials at the prefecture level and sixty of- 
ficials at the county level. The city’s former mayor was also arrested. 
The head of the city’s CCP discipline inspection committee was exe- 
cuted. Other key local officials brought down by the scandal included 
the chiefs of the CCP organization and propaganda departments, a 
deputy mayor, the party chief of the city’s land and resources bureau, 
and two senior prosecutors. They engaged in selling offices, extor- 
tion, bribe-taking, and theft of public funds.** 


MAOMING, GUANGDONG. In Maoming, a prefecture of 6.8 million 
in Guangdong, investigations into corruption by the city’s leading 
officials between 2009 and 2015 brought down over 200 officials, 
including twenty-four prefecture-level officials and 218 county-level 
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officials. The city’s three successive party chiefs, two mayors, four 
deputy mayors, the head of the party’s discipline inspection com- 
mittee, and the city’s police chief were all arrested. They engaged in 
selling offices, bribe-taking, and protecting organized crime.®° 


Notable Features of Local Mafia States 


Despite the diversity in terms of the size, geography, and income 
levels of the jurisdictions, and the number, rank, and type of officials 
involved in collapse-style corruption cases, local mafia states in 
China share several noteworthy—and now familiar—characteristics: 
the prevalence of maiguan maiguan, collusion between officials and 
private businessmen, and collusion between officials and organized 
crime. 

The practice of maiguan maiguan is the principal means of vertical 
collusion and the driver behind the formation of local corruption 
networks. The logic of “bad money driving out good money” means 
that jurisdictions in which a large number of officials engage in this 
illicit trade will likely degenerate into local mafia states. In the above 
list of representative cases of local mafia states, this practice is found 
in all of them. Wang Zhaoyao, Fuyang’s party chief from 1989 to 1993, 
took bribes from thirty subordinates seeking appointments and pro- 
motions between 1991 and 2005. Xiao Zuoxin, Fuyangs mayor (1998- 
1999), sold offices to twenty-six officials. During the tenure of Wang 
Huaizhong, the prefecture’s party chief from 1995 to 1999, nearly all 
the prefecture’s key leaders, including Li Hezhong (the mayor from 
1996 to 1998), two vice mayors, and the head of the party’s organization 
department, were involved in selling offices. Maiguan maiguan was 
also widespread in the county governments in Fuyang. Zhang Huaqi, a 
county party chief and a prodigious seller of offices, took bribes from 
one hundred local officials seeking office.** In the mega scandal that 
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implicated more than 200 local officials in Maoming in Guangdong, 
selling offices was the principal instrument for both self-enrichment 
and collusion. Zhou Zhenhong, the city’s party chief from 2002 to 
2007, took bribes from twenty-three individuals seeking offices and 
promotions, including the city’s executive vice mayor, two other vice 
mayors, and a deputy party secretary. Luo Yingguo, who succeeded 
Zhou in 2007, accepted bribes of more than 23 million yuan (he also 
had unexplained wealth exceeding 50 million yuan) from sixty-four 
officials and businessmen. ‘The city’s police chief, Ni Junxiong, not 
only paid bribes to secure his own position but also extracted bribes 
from thirty-one police officers, including seven county and district 
police chiefs in the city, in exchange for appointments and promo- 
tions. Zhu Yuying, a county party chief, paid 200,000 HKD to Luo 
Yingguo to secure a promotion; he also collected bribes of over 17 mil- 
lion yuan from fifty-seven subordinates seeking office.” Even in the 
cases on this list in which the lead perpetrators specialized in other 
types of corruption, they also relied on maiguan maiguan to build 
their networks of loyalists. For example, Su Rong, the former party 
chief of Jiangxi, was accused of selling offices for bribes during his 
tenure (2008-2012). Li Dalun, the long-serving party chief of Chen- 
zhou, pocketed large sums of bribes from his subordinates in return 
for appointments and promotions. In the Shanxi scandal, at least two 
provincial-level officials, deputy governor Du Shanxue and a member 
of the provincial party standing committee, Chen Chuanping, were 
accused of selling office D 

Since the bulk of corruption income for local officials is derived 
from bribes paid by businessmen, collusion coordinated by out- 
siders (businessmen) plays a critical role in causing collapse-style 
corruption. A closer examination of the transactions between these 
officials and their cronies in the private sector further shows that 
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businessmen were willing to pay huge bribes, mainly because local 
officials allowed them to gain control of state-owned property 
cheaply. Su Rong, the former party chief of Jiangxi, helped a business 
tycoon, Fang Wei, acquire mining rights and SOE assets in Gansu 
(where Su had previously served as provincial party chief) and Jiangxi. 
Su’s wife also pressured a local mayor in 2009 to end an ongoing 
auction and sell the use rights to a prime plot of land to a favored 
private developer at only 20 percent of the market value.® In the 
mega scandal in Yunnan, a province rich in mineral resources, the 
disgraced party chief, Bai Enpei, a deputy provincial governor, anda 
former party boss of Kunming, were all involved in giving away 
mineral rights or mining assets of SOEs to private businessmen who 
had befriended them. Zhang Tianxin, one of the three disgraced 
former party chiefs of Kunming, reportedly helped a real estate de- 
veloper acquire, for 19 million yuan, a state-owned tin mine worth 
several hundred million yuan in 2003 when the SOE was restruc- 
tured. Qiu He, Zhang’s predecessor, also helped a longtime friend 
and real estate developer, Liu Weigao, obtain several real estate de- 
velopment projects in Kunming.” During his tenure as the party 
chief of Fuyang, Wang Huaizhong helped his business cronies pur- 
chase land at deep discounts and avoid paying various taxes and fees. 
In one case, he pocketed a bribe of half a million yuan for helping a 
private businessman buy a hotel owned by the local government. Al- 
together, the government lost 136 million yuan through corrupt trans- 
actions involving state-owned assets.” The case of Li Dalun, Chen- 
zhou’s party chief from 1999 to 2006, involved more than twenty 
private businessmen. One of them, Xing Lixin, a real estate devel- 
oper, used his friendship with Li to accumulate a fortune worth 100 
million yuan. In return, he gave Li’s wife a nearly 10 percent equity 
stake in one of his subsidiaries.” 
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Involvement with organized crime is the third characteristic of 
many jurisdictions hit by collapse-style corruption. The penetration 
of organized crime into the power center of the local party-state 
may be disturbing, but it is not surprising. Apart from their tools of 
trade, intimidation and violence, crime bosses are primarily profi- 
teers. If close ties with local officials can help increase their profits, 
crime bosses will cultivate and invest in these relationships. In 
many instances, they also use their legitimate cover as successful 
businessmen to facilitate the building of personal ties with senior 
local officials. Liu Yong, Shenyang’s onetime crime boss, was the 
chairman of Jiayang Group, a conglomerate that owned restaurants, 
shopping malls, retail stores, and entertainment outlets. Liu Han, a 
billionaire mining tycoon from Sichuan and reportedly a crony of 
disgraced former security chief Zhou Yongkang, was the chairman 
of Hanlong Group, a giant conglomerate that owned power stations 
and mines. Chen Kai, a drug kingpin and once Fuzhou’s richest 
man, controlled an entertainment empire called Kaixuan Group. 
With the help of their friends in the government, these crime bosses 
were also covered with an additional gloss of prestige as members of 
the local people’s congresses and the people’s political consultative 
conferences. Liu Yong was a member of the Shenyang Municipal 
People’s Congress and a recipient of awards such as “Outstanding 
Private Entrepreneur” and “Model Individual in Providing Assis- 
tance to the Poor.” Liu Han, who was executed for murder in 2015, 
was a three-term member of the standing committee of the Sichuan 
People’s Political Consultative Conference. 

Under such legitimate covers, these crime bosses were able to use 
money and prostitutes to curry favor with local political leaders. Liu 
Yong paid large bribes to many senior local officials, including 
Mayor Mu Suixin; Ma Xiangdong, the executive vice mayor; Liu 
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Shi, the city's top prosecutor; and a vice president of the municipal 
intermediate court.” Chen Kai doled out nearly 10 million yuan to 
ninety-one officials and government workers, including two succes- 
sive local police chiefs.** Liu Han, according to Caijing, a leading 
investigative publication, paid 20 million yuan in 2003 to Zhou Bin, 
Zhou Yongkang’s son, for assets that were worth less than 6 million 
yuan. After he met Bai Enpei in 2000 (the party boss of Yunnan), Liu 
started giving him expensive jewelry and deliberately lost 100,000 
yuan to Bai in each game of mahjong.” In return, these criminals 
not only received protection, but also acquired state-owned assets at 
very low prices or at no cost. Liu Yong, for example, was able to gain 
the use of 24,000 square meters of prime land in Shenyang’s city 
center free of charge, due to $40,000 in bribes he paid to the execu- 
tive vice mayor. The market price for the land was reportedly 350 
million yuan. Intervention by Bai Enpei allowed Liu Han to pay 153 
million yuan for a 60 percent share in a giant lead and zinc mine in 


Yunnan in 2003, reportedly worth tens of billions of vuan D 


Local Mafia States: Causes and Effects 


The chief characteristics of the local mafia states sampled here sug- 
gest that two principal factors help a gang of criminals seize control 
of local governments and turn them into instruments for looting 
and petty despotism. The first and most important factor is the role 
played by a domineering top local leader, typically the party chief, 
who intimidates his colleagues and monopolizes most of the impor- 
tant personnel and economic decisions. This unchallenged power 
allows the party chief to act like a mafia boss, especially if he stays in 
the same jurisdiction for an extended period of time. Li Dalun, for 
example, served as the party chief of Chenzhou for eight years and 
brooked no opposition to his decisions. His authority was so abso- 
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lute that, according to his interview with anticorruption investiga- 
tors, the local CCP organization chief would not dare to appoint 
someone without checking with him first. Even the mayor, officially 
the number two executive in charge of economic affairs, had to seek 
approval from Li for key decisions. In Chenzhou, as Li boasted, “Only 
my word counts.”?” 

Su Rong, the former Jiangxi party chief, also treated the province 
as his personal fiefdom. He promoted his loyalists and purged those 
who dared to defy him. In one case, after a local official told inspec- 
tors from Beijing about a shady land deal involving Su’s wife, Su 
accused the whistle-blower of corruption and managed to get him 
convicted on charges of corruption and given a suspended death 
sentence in 2012.8 Like Su Rong, Wang Huaizhong enjoyed a near 
monopoly of power as Fuyang’s party chief. He would dictate a list of 
the officials he wanted promoted or appointed to the deputy party 
chief in charge of personnel matters and the head of the CCP organ- 
ization department. Wang also directly interfered in the sale of the 
city’s land, over which he had no formal authority. For a long time, 
he had final say over the sale of land in the most desirable parts of 
the city center.” Mu Suixin, the former mayor of Shenyang, was a 
bully, according to CCDI investigators. Called “dage” (“big brother,” 
a term often used to refer to mafia bosses) by his loyalists, Mu as- 
serted his strong personality and effectively sidelined the city’s party 
chief, a rare feat for a mayor. Without Mu’s approval, the city’s CCP 
standing committee could not make key personnel decisions.'°° 

Unlike the local party chiefs who behave like mafia bosses, real- 
world gangsters actually have far less capacity to create a local mafia 
state. When they do, they must rely on extraordinary entrepre- 
neurship and abundant financial resources to buy off local offi- 
cials. This combination is the second key factor responsible for the 
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emergence of local mafia states in large jurisdictions. 'To be sure, 
while sensational collapse-style corruption cases attributed to a 
single crime boss such as Shenyang’s Liu Yong or Fuzhou’s Chen Kai 
tend to grab the headlines, such cases are rarer than similar cases fea- 
turing local party chiefs as the real supreme local gangsters. To suc- 
ceed in sustaining and expanding their criminal enterprises, crime 
bosses need to have highly profitable businesses, legitimate covers, 
political status, and protection provided by crooked cops and their 
political masters. Liu Yong exemplified such criminal entrepreneur- 
ship. He had built a fortune worth hundreds of millions of yuan 
through violence and crime, acquired legitimate covers and status 
as a rich businessman and a delegate to the municipal people’s con- 
gress, and used bribes to develop close personal friendships with key 
officials, including the mayor, executive deputy mayor, and the city’s 
chief prosecutor. ™ Chen Kai in Fuzhou applied similar tactics to 
become the city’s richest man and turned Fuzhou’s key officials— 
deputy mayors, deputy party chiefs, police chiefs, prosecutors, and 
judges—into his accomplices. 

Of the two subtypes of local mafia states, those headed by real- 
world crime bosses are less destructive than those run by tyrannical 
party chiefs. Corrupt local party chiefs routinely appoint their cronies, 
usually those who have paid bribes to secure their appointments, to 
key positions, thus enabling the cronies to prey on society as well. 
Additionally, the shady activities of a corrupt local party chief 
produce externalities, one of which is the reduced risks of detection 
for corrupt officials in his jurisdiction. Obviously, those closely al- 
lied with the party chief will have little to worry about because of the 
protection they expect from him. But a corrupt party chief also has 
less of an incentive to crack down on corruption in his jurisdiction 
out of fear that anticorruption investigations may accidentally ex- 
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pose crimes committed by his own followers or himself. Another 
externality is the copycat effect. Corrupt party chiefs often inspire 
corruption among their underlings who feel they are just as entitled 
to bribery as their superiors. It is logical to conclude that, as corrup- 
tion begets corruption, the market for corruption is significantly 
larger in local mafia states than it is in jurisdictions where local party 


chiefs are not directly involved in collusive corruption. 
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Conclusion 


If we fail to govern our party effectively or strictly... 
sooner or later it will lose its standing for ruling the country 
and will be cast aside by history. 


—Xi Jinping, June 28, 2013 


THE WORRIES expressed by Xi that corruption could be the un- 
doing of the CCP are understandable. Yet senior party leaders like 
him might need a better understanding of the roots of corruption 
in post-Tiananmen China to appreciate the difficulties they face in 
fighting this scourge and defending the party’s rule. Our analysis of 
the cases of collusion among elites in this study shows that the roots 
of crony capitalism in general, and collusive corruption in particular, 
run much deeper. Mitigation of the pathologies of crony capitalism 
is unthinkable without severing its close link with public property 
that can be stolen with relative ease by the ruling elites. Beneath the 
unsightly surface of corruption hides a story of the looting of nomi- 
nally state-owned property by elites who either have direct control 
over the disposal of such property or can seize such property through 
bribery or violence. Phrased differently, had public property not been 
made available for looting, the type of rapacious crony capitalism that 
has replaced Maoism would have been inconceivable. This statement 
does not imply that China’s economic reform is to blame for the 
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emergence of crony capitalism. Such reform, in and of itself, does not 
necessarily lead to crony capitalism, as the cases of Poland, the Czech 
Republic, the Baltic states, and, to a lesser extent, Hungary, show.' The 
critical determinant is the nature of the regime in control of the dis- 
posal of state-owned assets. Of course, the privatization of such as- 
sets in Eastern Europe was deeply flawed, largely due to the lack of 
basic institutions, such as capital markets and a functioning regula- 
tory framework. The adverse macroeconomic environment, marked 
by a transitional recession, trade disruptions, and fiscal distress, fur- 
ther hampered the reform process.” Yet, despite all the turmoil and 
setbacks most Eastern European countries experienced during tran- 
sition, they largely avoided the fate of the former Soviet Union, where 
a kleptocracy emerged from the ruins of communism. 

The most likely explanation lies in the divergent political paths of 
these postcommunist societies. In the most successful Eastern Euro- 
pean and Baltic states, democratic transitions and consolidations 
were accomplished quickly, thus constraining the ruling elites and 
preventing large-scale looting.’ The experience of Eastern Europe 
provides a counterexample as well as an important clue about the 
linkage between the nature of the regime and the origins of crony 
capitalism in postcommunist states. Unlike Eastern Europe, post-Mao 
China has been ruled by a Leninist regime that, except for a brief pe- 
riod in the 1980s, has shown no inclination to liberalize its political 
system, let alone give up its monopoly of power. And unlike post- 
Soviet Russia, where the rapid collapse of the old regime allowed 
a tiny group of entrepreneurs to amass huge private fortunes but 
deprived most of the elites of the opportunity to loot, Chinese 
ruling elites have maintained political control and enjoyed bound- 
less opportunities to convert the riches of the state into their per- 
sonal wealth. 
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Thus, we need to incorporate insights from the literature on the 
predatory state to understand the origins of China’s crony capitalism.* 
As Douglass North argues, the state defines and enforces property 
rights, and a predatory state always defines these rights to maximize 
its income and privileges." In this light, the real rationale behind the 
CCP’s post-Tiananmen approach to the restructuring of the rights of 
state-owned property—decentralization of control rights without 
clarification of ownership rights—becomes obvious. Such a change 
of the rights in the nominally state-owned property provides the 
ruling elites maximum advantage to extract wealth from society. If 
we follow the dismal reasoning of institutionalists, crony capitalism 
is the only logical and inevitable outcome of economic transition 
under a Leninist regime. 

Identifying the critical linkage between property rights and the 
origins of crony capitalism enriches the institutionalist literature with 
a contemporary example of elite predation through a redefinition of 
property rights. By introducing the analytical concept of elite collu- 
sion, this study also advances our understanding of the micro-level 
dynamics of crony capitalism. In our theoretical formulation, collu- 
sion among elites is a predictable and rational micro-level response 
to substantive but incremental changes in the rights to public prop- 
erty. The interaction of institutional changes in property rights and 
the adaptive response by elites gives rise to crony capitalism. To fully 
understand China’s crony capitalism, we must retrace these institu- 
tional changes, connect them to the resultant behavioral responses 
by the elites, and explore its manifestations in real life. 

An important finding of this study of China’s crony capitalism is 
its decentralized characteristics. The decentralization of adminis- 
trative power, the fragmentation of political authority, a diverse 
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manufacturing-based economy, and the close connection between 
the value of assets and macroeconomic performance ensure that 
looting must be decentralized and accomplished through collusion, 
which in turn allows lower-level elites to share some of the spoils. Our 
study indicates that China’s crony capitalism may have produced a 
unique multilayered oligarchy, based largely on geographical juris- 
dictions in which a small group of elites connected with local party 
chiefs control an inordinate amount of power and have a capacity to 
loot that is disproportionate to their relatively modest status inside 
the Chinese party-state. While this observation explains why local 
elites in China have benefited immeasurably from the emergence of 
crony capitalism, we should also note the indispensable role played by 
private entrepreneurs. Another noteworthy feature of China’s crony 
capitalism is that political elites, such as the princelings and family 
members of the elites, have not managed to loot all the wealth. It is 
true that they have gained enormous wealth, but the bulk of the 
benefits from the looting of the state appears to have flowed toward 
private entrepreneurs from ordinary or even humble backgrounds, 
people like Lou Zhongfu and Wang Chuncheng, whose stories we 
briefly tell in Introduction, as well as countless others who forged lu- 
crative alliances with the local officials featured in our study. In ad- 
dition to showing that China’s crony capitalism, at least in its early 
phase, provides more open access and allows private entrepreneurs 
to bribe their way into an exclusive circle of power and wealth, our 
story merely reconfirms the well-established fact that private entre- 
preneurs possess far greater capabilities than political elites in making 
state-owned assets more productive and making them appreciate in 
value. The problem is, of course, that the gains from the conversion of 


unproductive state-owned assets to more productive private assets 
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accrue to a small number of well-connected businessmen, not to the 
rightful owners of these assets: ordinary Chinese citizens. 

It would be a mistake, however, to assume that these private 
entrepreneurs, once they have gained both economic wealth and 
political power, will prefer liberal capitalism to crony capitalism. 
Although the Chinese private sector has made tremendous progress 
since the 1990s, it has been hobbled by government restrictions and, 
as this study shows, incestuous ties with the political elites.° Research 
on the political values of Chinese private entrepreneurs also shows 
that they are highly sympathetic to those championed by the CCP.’ 
The reason is not hard to fathom. Those already inside this select 
circle have every incentive to preserve their privileges and the insti- 
tutions that make them possible.’ But lucrative private returns from 
privileges granted under crony capitalism come at the expense of 
the social benefits of liberal capitalism. In pursuing collusion with 
government officials, private entrepreneurs not only waste precious 
resources that could have been invested more productively, but also 
divert their energy and talents into rent-rich sectors that are unlikely 
to be the growth engines needed to upgrade the Chinese economy. It 
is no coincidence that nearly all the biggest private fortunes in China 
are concentrated in real estate and mining, sectors most plagued by 
collusion. According to estimates, one-quarter of China’s dollar bil- 
lionaires in 2015 are in the real estate business.’ China’s dynamic in- 
formation technology sector is one of the very few exceptions. The 
close ties between rent-seeking private entrepreneurs and political 
elites bode ill for the development of liberal capitalism. This alliance 
has exclusivist instincts because maintaining high barriers to entry 
protects the rich rents that accrue to its members and ensures its he- 
reditary nature. The result is not competitive liberal capitalism, but 
oligarchical cronyism. 
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Collusion and Regime Decay 


The emergence and entrenchment of crony capitalism in China’s po- 
litical economy, in retrospect, is the logical outcome of Deng Xiao- 
ping’s authoritarian model of economic modernization because elites 
in control of unconstrained power cannot resist using it to loot the 
wealth generated by economic growth. More than a quarter century 
after the Tiananmen crackdown, the limitations of this model have 
become plainly visible. Economically, the deceleration of growth ex- 
poses the underlying structural and institutional flaws of the Chi- 
nese economy." Politically, endemic corruption raises the specter, as 
Xi Jinping warns, that the CCP could lose its grip on power. The logic 
of crony capitalism in general, and that of collusive corruption in 
particular, suggests that the top leaders of the party has good reason 
to worry. Ostensibly, they fear that corruption will destroy the legiti- 
macy of the party by undermining economic growth and alienating 
the masses. While such conventional wisdom is not necessarily wrong, 
our study demonstrates that collusion among elites produces a self- 
destructive dynamic inside the Leninist regime that will almost cer- 
tainly accelerate its demise through various mechanisms. 

Although collusion among elites initially emerged in sectors where 
decentralized control of poorly defined property rights and lucrative 
infrastructure contracts attracted officials and businessmen, this be- 
havior has spread throughout the Chinese state and public sector. 
Predictably, collusion has also invaded the agencies the CCP depends 
on to police its own members and to defend its security. For instance, 
more than a dozen senior officials on the CCP’s commissions for dis- 
cipline inspection, the agencies charged with monitoring and policing 
party officials, have been implicated in cases of collusive corruption.” 
The Ministry of State Security (MSS), China’s equivalent of the Soviet 
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KGB, is also apparently riddled with corruption. Ma Jian, a vice 
minister in the MSS responsible for counterintelligence, was arrested 
in early 2015 in a mega corruption scandal. According to Caixin’s 
investigation, Ma not only used the power and spying capabilities of 
the MSS to help a real estate tycoon, but also amassed a personal for- 
tune, maintained six mistresses (two of them MSS officers), and fa- 
thered two illegitimate children.” Le Dake, who served as the director 
of the MSS in Tibet between 2004 and 2013, was arrested for corrup- 
tion in June 2015. Among the cases collected for this study, three 
senior MSS officers, all directors of the agency in large municipalities 
(Shenyang, Fuzhou, and Fuyang), were involved in collusive corrup- 
tion. (Two other senior MSS bureau directors, of Beijing and Qingdao, 
respectively, have also been arrested for corruption.) 

Collusive corruption inside the People’s Liberation Army (PLA), 
the ultimate guarantor of the CCP’s survival, has reached similarly 
epidemic proportions. During Xi’s anticorruption campaign, more 
than three dozen generals have been arrested. According to the PLA, 
90 percent of the corruption cases occurred in military construction 
projects, logistics, real estate development, health care, finance, and 
personnel management. Collusive corruption—woan and chuan'an— 
is a prominent feature." The rot has even spread to the highest level of 
the Chinese military command. The two most senior PLA com- 
manders, former Politburo members and vice chairmen of the Cen- 
tral Military Affairs Commission, Guo Boxiong and Xu Caihou, were 
both arrested in 2014-2015 for accepting huge bribes in return for 
promoting subordinates. 

The inexorable spread of collusion may be shocking, but it is not 
hard to explain theoretically. The prevalence of collusion in the 
Chinese regime can be attributed to the intrinsic attractiveness of 
collusion—higher potential returns from corruption and reduced 
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risks of detection. Additionally, our study demonstrates that collu- 
sion begets collusion due to the dynamic of bad money driving out 
good money. Since collusive elites acquire competitive advantages 
vis-à-vis noncollusive elites, those who engage in maiguan maiguan 
are destined to rise faster and higher than their less unscrupulous 
comrades. Finally, collusion results in the progressive degeneration 
of the organizational norms of the party-state due to the behavioral 
requirements of collusion and its externalities. As we see in our 
case studies, colluders perform rituals such as joint participation 
in criminal activities or other degenerate acts to establish mutual 
trust. In organizations where collusion is rife, knowledge of corrupt 
acts perpetrated by colleagues often inspires similar acts. Corrupt 
leaders in these organizations predictably condone corruption by 
subordinates. 

Taken together, these dynamics of regime decay destroy the insti- 
tutional integrity of the Chinese party-state through three possible 
mechanisms. First, as collusive networks form and colonize all 
corners of the party-state, they subvert its political authority. These 
networks transform the authority of the regime into their private in- 
struments of power. Instead of advancing the regime’s interests, they 
primarily seek private benefits. While proclaiming loyalty to the 
party-state, they are beholden only to their local patrons, either the 
party chiefs or the wealthy businessmen. Second, corruption net- 
works inevitably compete with each other for power and rents, thus 
weakening the CCP’s internal unity and increasing the risk of purges 
that endanger the personal security of its top elites. As demonstrated 
by Xi Jinping’s high-profile anticorruption campaign that felled 
hundreds of senior officials, many of them belonging to rival factions, 
power struggles, an inevitable product of the rise of collusive net- 
works, have severely damaged the unity of leadership essential to the 
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party’s survival. Third, when collusive corruption pervades the secu- 
rity apparatus of the party-state, it is almost certain to undermine the 
effectiveness and loyalty of the pillar institutions upon which the 
party-state’s survival rests. 

Endemic collusion also challenges the theory of “authoritarian re- 
silience.”!> Instead of evidence of institutional resilience, which ulti- 
mately rests on the political loyalty, integrity, and capabilities of the 
regime's core elites, this study finds pervasive institutional decay— 
degeneration of norms, disloyalty to the regime, and subordination 
of the regime’s corporate interests to the private interests of members 
of corruption networks. The CCP has seen its power of personnel ap- 
pointment, a key instrument in maintaining its institutional cohe- 
sion and integrity, appropriated by local party chiefs through the 
pervasive practice of maiguan maiguan. The patronage networks thus 
created have dubious loyalty to the party as an institution. Institu- 
tional decay has also spread to another key component of the CCP— 
SOEs, the economic pillar of the party-state. Our study of collusive 
corruption in SOEs offers evidence that the party’s control over this 
vital sector is also slipping as the agents it has appointed to run these 
firms are engaged in systemic looting and self-enrichment. The rot of 
collusive corruption has also seeped into the key institutions of the 
Chinese party-state, such as the CDIs, police, the judiciary, and other 
regulatory agencies. 

The practical effect of the decay of the critical institutions of the 
Chinese party-state leads not only to deteriorating governance, but 
also to elite disunity and power struggles. The disunity of elites is 
created by struggles for power and economic spoils. Collusion does 
not equal unity. In fact, collusive alliances compete with each other. 
The outcomes of this competition are unavoidably perceived as un- 
fair by the losing side because the winners of such competitions simply 
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have more power. The resentment of the losers thus constitutes a key 
source of elite disunity. Another political consequence, perhaps lethal 
to the CCP, is the opportunity created by a decaying regime for an 
opportunistic strongman who can vanquish his political opponents 
through tactics disguised as anticorruption efforts. Because of the 
widespread nature of corruption and its collusive characteristics, a 
strongman enjoys huge tactical advantages to destroy his political 
rivals. It is relatively easy to connect them with corrupt acts and, 
because their supporters and cronies are all tied together through 
collusion, the downfall of one patron typically claims all of his cli- 
ents. Given the popular resentment against corruption, a strongman 
employing this strategy is sure to gain, at least initially, an immense 
boost in his political capital. Indeed, Bo Xilai, the former party chief of 
Chongqing who ironically was himself purged on charges of corrup- 
tion, used this strategy with remarkable initial success in his quest for 
political visibility. His archrival, Xi Jinping, launched a ferocious anti- 
corruption drive immediately after his rise to power and, in short order, 
dismantled the patronage networks of his political rivals. While con- 
ventional wisdom is inclined to see such an anticorruption drive as a 
positive for the CCP, the actual effects are likely to be the opposite. If 
anything, politically motivated anticorruption efforts will more likely 
increase insecurity and rivalry among elites, thus degrading the po- 
litical cohesiveness of the autocratic regime and making it even more 
brittle. 


Economic and Political Implications 


In the literature on extractive institutions and economic develop- 
ment popularized by Daron Acemoglu and James Robinson, social, 
economic, and political arrangements that determine the allocation 
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of property rights and access to wealth-creating opportunities are 
seen as key to the prosperity of nations. Societies where a small elite 
monopolizes such rights and opportunities are unlikely to produce 
lasting prosperity. While this influential theory may be a prescient 
warning that China’s autocratic development model is likely to end 
in failure, it does not pinpoint the mechanisms and processes through 
which the elite perpetrates extraction. Institutions themselves cannot 
extract wealth; only individuals in control of them can. The empirical 
evidence gathered for this study provides a useful contribution to the 
theory of extractive institutions by uncovering the underlying po- 
litical alliances—collusive networks connecting political, business, 
and criminal elites—that create, manipulate, and operate these in- 
stitutions. These alliances, both exclusive and oligarchical, are the 
inevitable outcomes of economic modernization under autocratic 
rule. Of course, similar alliances may also exist in democratic socie- 
ties, and the existence of such alliances both undermines democracy 
and hampers economic development. In other words, democracy 
may not be a sufficient condition for ensuring inclusive institutions 
and political alliances. However, under autocratic rule, there can be 
no necessary, let alone sufficient, conditions for the formation of in- 
clusive alliances and institutions. The autocratic ruling elites in con- 
trol of the coercive capacity of the state are inherently hostile to 
inclusive political alliances because they threaten the survival of the 
autocracy itself. Theoretically, inclusive institutions under auto- 
cratic systems are similarly impossible because the essence of auto- 
cracy is the exclusion of the majority by a small minority of elites 
who rule through fear and violence. 

If crony capitalism results in long-term economic stagnation, 
which in turn imperils the survival of the CCP, the question is 
whether the party itself can undertake the necessary reforms to ad- 
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dress the pathologies of crony capitalism. As shown by Xi Jinping’s 
sense of crisis and his anticorruption campaign, apparently he and 
his supporters believe they must—and can. Yet we must distinguish 
such campaign-style corrective actions from the self-corrective ca- 
pacity of a Leninist regime. Corrective actions are effective only in 
a narrow, technical, and temporary sense. Individuals targeted in a 
crackdown are removed and punished. Looting is temporarily curbed. 
Buta self-corrective capacity entails more: A regime possessing such a 
capacity is capable of both destroying the individual collusive net- 
works and changing the underlying environments in which such net- 
works breed, survive, and prosper. The evidence in this study shows 
that it is inconceivable that the CCP can reform the political and 
economic institutions of crony capitalism because these are the very 
foundations of the regime’s monopoly of power. 

Since the inevitable outcome of elite collusion is the enrichment 
ofa small minority and high levels of inequality, socioeconomic con- 
ditions in a predatory autocratic regime are certain to be unfavorable 
to the consolidation of democracy or the establishment of liberal 
democratic institutions, even in the event of a collapse of the corrupt 
autocratic regime. If members of these collusive alliances survive the 
fall of autocracy physically, they will be well positioned to gain dis- 
proportionate influence in the postauthoritarian political order and 
to eviscerate the newly established democratic institutions. The un- 
successful experience of democratic consolidation in Russia and 
Ukraine during the last two decades could be repeated in China as 
well.!” 

One sobering conclusion is that the path to democracy in China is 
unlikely to be a linear or smooth one. If the rise of liberal capitalism 
facilitates the emergence of democracy, the entrenchment of crony 
capitalism in the Chinese case will make the transition both more 
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difficult and more disorderly. A scenario of regime change initiated 
by elites becomes highly unlikely under crony capitalism. The capi- 
talist class itself will be divided between well-connected cronies and 
excluded and frustrated entrepreneurs. The ruling elites will be less 
inclined to introduce political reform because such a step would 
threaten their economic interests. The fragility of the institutions 
of the party-state also raises fears that even modest reform efforts 
could unleash a revolution. The prospect of genuine market-oriented 
economic reform is equally unpromising because such a change 
would eliminate the source of rents for the ruling autocratic elites. If 
a regime transition should come, the initiating event is more likely to 
be a breakdown of the decaying autocracy, possibly induced by a split 
among the elites inside the party-state, a devastating economic shock, 
an Arab Spring-style mass revolt that the authorities fail to crush 
quickly, a disastrous external adventure, or a combination of such 
events. Unfortunately, even a revolutionary overthrow of the old 
order may not usher in the dawn of a liberal democracy. The legacies 
of crony capitalism—great inequality of wealth, local mafia states, 
and the entrenchment of privileged tycoons—will enable those who 
have acquired enormous illicit wealth under the old regime to wield 
outsized political influence in a struggling new democracy that will 
have poor odds of survival. 
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Abbreviations 


Newspapers 

BN MRR (Beijing News) 

BYD JLRA FIR (Beijing Youth Daily) 

CDID PAJA ÍR (China Discipline Inspection Daily) 
CEH 21 SOARES (21st Century Economic Herald) 
CYD ‘P&I +R (China Youth Daily) 

JT IR4EAT AR (Beijing Times) 

LD MIHIR (Legal Daily) 

OMN ` 22 (Oriental Morning News) 

PD #223 AAR (Prosecutorial Daily) 

PSD A RHK (People’s Daily) 

SD AA HIR (Southern Daily) 

SW AR (Southern Weekend) 

Magazines 

ACH RIZIK T (Anticorruption Herald) 

CGO ÆRE (Clean Government Outlook) 

CI PEHEZ (China Inspection) 

CNW PEREAT (China Newsweek) 

DAL #4574! (Democracy and Legal System) 
ERR LEXIE ES (Economic Research Reference) 
OL ZS (Outlook) 
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Abbreviations 


OO AEE AF (Oriental Outlook) 
PV #2221 Z (Prosecutorial View) 
RIR KEINE (Reform Internal Reference) 


News Websites 


CIN MÆ (Caijing Net) 

CNN PÆRE (China News Net) 
CN MRN (Caixin Net) 

JN IEX P (Justice Net) 

PN A FE Px (People Net) 

HN ATEM (Xinhua Net) 
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Notes 


Introduction 


Epigraph: YAFAF CR RR e TN] B le Cut [Selected 
speeches by Xi Jinping on building party normsand integrity and on fighting 
corruption] (Beijing: PASCAL, 2015): 24. All translations from the 


Chinese are mine. 


1. Xi targeted Zhou mainly because of his close association with Bo 
Xilai, Xi’s political rival who was purged in 2012 and sentenced to life in 2013. 

2. These officials were all arrested shortly after Zhou retired from the 
PSC. "BASS" [Fallen officials in Zhou Yongkang’s network], 
CXN, http://china.caixin.com/2014-12-07/100760100.html; in July 2015, the 
party chief of Hebei, Zhou’s one-time chief of staff, was arrested. 

3. AKRA” [Zhou Yongkang’s red and black], CXN, July 2014, 
http://chinadigitaltimes.net/chinese/2014/07/ M-A KEME. 

4. Because the arrest of Zhou was not yet announced, the news story re- 
ferred to him obliquely. XX m 2925 RMA” [The Liu brothers’ record 
of organized crime and wealth accumulation], BN, February 21, 2014. 

5. "REES — ER FNS SC EFI” [Zhou Yongkang sentenced to life], 
XHN, June 11, 2015, http://news.xinhuanet.com/legal/2015-06/11/c_1115590 
304.htm; “AKES [Zhou Yongkang’s red and black]. 

6. “SEL” [The Ling brothers], Caixin (December 26, 2014). 

7. “teeta. SES” [Lou Zhongfu’s past at Guangxia Corp.], BEZE, 
January 6, 2015, http://www.time-weekly.com/html/20150106/27939_1.html; 
“FE SAR BURKE ZB” [Lou Zhongfu investigated for making political 
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donations], FFA, July 14, 2015, http://finance.sina.com.cn/chanjing/sdbd 
/20150714/203822684481.shtml. 

8. “HERE ERAS EAR” [Exposing railway tycoon Wang Chuncheng], 
FEJZ SIR, August 12, 2014; “T#PX7L>” [Wang Chuncheng’s rise and fall], 
Caijing (July 28, 2014); “PERR RETIRI BARRED” [The CCP 
Central Committee decides to expel Xu Caihou from the party], XHN, June 30, 
2014, http://news.xinhuanet.com/politics/2014-06/30/c_1111388235.htm; 
“ERA ESE) AR” [Inside story of the search of the house of Xu Caihou, 
thief of the nation], KIÆIÆ F, http://chinadigitaltimes.net/chinese/2014/11 
MEATH] GIRRES 

9. “The new age of crony capitalism,” The Economist (March 15, 2014). 

10. Karen Dawisha, Putin’s Kleptocracy: Who Owns Russia? (New York: 
Simon and Schuster, 2014). 


11. The official definition of waan is the discovery of three or more cases 


of corruption in one government institution or agency within a relatively 
short period of time. Chuan‘an refers to the discovery of three or more cases 
of corruption originating from a single lead. Based on the information pro- 
vided by the Shanghai procuratorate, waan and chuan an are classified and 
counted separately. When multiple cases of corruption occur in a “unit,” this 
occurrence is classified as a group (zhu), but implicated individuals are pros- 
ecuted separately (jian); the same method of classification and accounting 
applies to chuan’an as well. In 2000, there were nine groups of chuan‘an 
consisting of thirty-four cases and twenty groups of wo’an consisting of 
eighty-eight cases (averaging four individuals per group). This is evidence 
that individuals involved in collusive corruption are prosecuted separately, 
so the data for waan and chuan‘an are not reflected in the aggregate annual 
data on prosecution published by the Chinese procuratorate. This classifi- 
cation of wo an and chuan‘an is confirmed in a separate report by the Shen- 
zhen procuratorate in 2013. “TEAS ZIBB es ser JU PLEA” [Nearly 
80 percent of collusive embezzlement and bribery cases in Shanghai occur in 
SOEs], AFAR, October 20, 2000; RIHAR E: BRHF 70%LA_L” [The 
Shenzhen procuratorate reports woan and chuan‘an account for more than 
70 percent of all corruption cases], BMWA, January 23, 2013. 
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12. For a survey of corruption in China, see Yan Sun, Corruption and 
Market in Contemporary China (Ithaca: Cornell University Press, 2004). 

13. A representative collection of corruption cases is SAVE 28 SEA 
EMAAR RFN [Analysis of representative contemporary cases of illegal 
activities in the economy] (Beijing: PELE GbR, 1996). PEASE 


also contains a small collection of major corruption cases in its annual issue. 


A possible exception was the sensational corruption ring headed by a low-level 
official, Wang Shouxing, in Heilongjiang in the early 1980s. The investiga- 
tive journalist Liu Binyan exposed the ring in his long article, "Ak j8]” 
[Between man and monster]. In comparison with the corruption networks 
uncovered since the 1990s, the Wang case was relatively minor in both scope 
and the size of the theft. 

14. There was no reference to waan (S2) prior to 1992; all four pre-1992 


references to chuan’an (238) were made in the context of criminal acts unre- 
lated to official corruption; the database is available at www.cnki.net. 

15. Two researchers have studied collusive corruption in China. See Ting 
Gong, “Dangerous collusion: Corruption as a collective venture in con- 
temporary China,” Communist and Post-Communist Studies 35 (2002): 85-103; 
Shawn Shieh, “The rise of collective corruption in China: The Xiamen smug- 
gling case,” Journal of Contemporary China 14 (2005): 67-91. 

16. RERE 24 HE” [My twenty-four years in the CCD], #AATF/ 
(March 9, 2003). 

17. See He Qinglian’s ground-breaking study on local mafia states, {7A 
25. PEMEATTTNH tt 16 [Mafia-style behavior of the Chinese govern- 
ment], http://heqinglian.net/3782-2/. 

18. Bruce Dickson, Red Capitalists in China: The Party, Private Entrepre- 
neurs, and Prospects for Political Change (Cambridge, UK: Cambridge 
University Press, 2003). 

19. Sun, Corruption and Market in Contemporary China; Andrew 
Wedeman, Double Paradox: Rapid Growth and Rising Corruption in China 
(Ithaca, NY: Cornell University Press, 2012); Tak-Wing Ngo and Yongping 
Wu, eds., Rent-Seeking in China (London: Routledge, 2009); Melanie Manion, 
Corruption by Design: Building Clean Government in Mainland China and 
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Hong Kong (Cambridge, MA: Harvard University Press, 2009); Yongshun 
Cai, State and Agents in China: Disciplining Government Officials (Stanford, 
CA: Stanford University Press, 2015). 

20. Shawn Shieh, “The rise of collective corruption in China”; Jiangnan 
Zhu, “Why are offices for sale in China?” Asian Survey 48 (2008): 558-579; 
Ko-lin Chin and Roy Godson, “Organized crime and the political-criminal 
nexus in China,” Trends in Organized Crime 9 (2006): 5-44. 

21. Ting Gong, “Dangerous collusion”; Minxin Pei also briefly discusses 
collusive corruption in China’s Trapped Transition: The Limits of Developmental 
Autocracy (Cambridge, MA: Harvard University Press, 2006): 159-166. 

22. “Planet plutocrat,” Economist (March 15, 2014). 

23. Thane Gustafson, Capitalism Russian-Style (Cambridge, UK: Cam- 
bridge University Press, 1999); Louise Shelley, “Crime and corruption,” in 
Stephen White, Alex Pravda, and Zvi Gitelman, eds., Developments in Russian 
Politics (Durham, NC: Duke University Press, 2001): 239-253; Rasma Kark- 
lins, “Typology of post-communist corruption,” Problems of Post-Communism 
49 (2002): 22-32; Federico Varese, “The transition to the market and corrup- 
tion in post-socialist Russia,” Political Studies 45 (1997): 579-596. 

24. Lawrence King, “Postcommunist divergence: A comparative analysis 
of the transition to capitalism in Poland and Russia,” Studies in Comparative 
International Development 37 (2002): 3-34; Roman Frydman, Andrzej Ra- 
paczynski, and Joel Turkewitz, “Transition to a private property regime in 
the Czech Republic and Hungary,” in Wing Thye Woo, Stephen Parker, and 
Jeffrey D. Sachs, eds., Economies in Transition: Comparing Asia and Europe 
(Cambridge, MA: MIT Press, 1997): 41-102; David Lane, “What kind of capi- 
talism for Russia? A comparative analysis,” Communist and Post-Communist 
Studies 33 (2000): 485-504. 

25. Sergei Guriev and Andrei Rachinsky, “The role of oligarchs in Russian 
capitalism,” Journal of Economic Perspectives 19 (2005): 131-150; Michael 
McFaul, “State power, institutional change, and the politics of privatization 
in Russia,” World Politics 47 (1995): 210-243; Joseph Blasi et al., Kremlin 
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5. Stealing from the State 


Epigraph: YAFAF CRRA RAR BIL iC [Selected 
speeches by Xi Jinping] (Beijing: FPR SMA AREL, 2015): 129. 
1. Zhejiang’s provincial procuratorate reported that, between 2001 


and 2013, 20 percent of the corruption cases in SOEs were wo an; Shanghai’s 
procuratorate reported that 52 percent of the corruption cases in SOEs were 
woan. “3116 2243) =E E| AW R” [Prosecutors in Zhejiang 
uncover thieves in SOEs during the last three years], JN, August 27, 2014, 
http://news.jcrb.com/jxsw/201408/t20140827_1426681.html; “by b+ 
Kops 187 E" [Shanghai files 187 cases of embezzlement and 
bribery in the first half of the year], PN, July 25, 2014, http://politics.people 
.com.cn/n/2014/0725/c1001-25345255.html. 


2. Scholars have studied corruption, but not its collusive variant, in 


Chinese SOEs. See Linfen Jennifer Huang and Robin Stanley Snell, “Turn- 
around, corruption and mediocrity: Leadership and governance in three 
state owned enterprises in mainland China,” Journal of Business Ethics 43 
(2003): 111-124; Feng Chen, “Subsistence crises, managerial corruption 
and labour protests in China,” China Journal 44 (2000): 41-63. Xueliang 
Ding examines illicit asset-stripping in X. L. Ding, “The illicit asset strip- 
ping of Chinese state firms,” China Journal 43 (2000): 1-28. Melanie 
Manion also mentions similar behavior briefly in Corruption by Design 
(Cambridge, MA: Harvard University Press, 2004): 107-110. Ding’s study 
is based on interviews conducted at six unidentified firms and does not con- 
tain detailed information on the individual characteristics of these firms or 
the main perpetrators. Neither Ding nor Manion study collusion in SOE 
corruption. 

3. “FR VIRB SC JU EAA” [Nearly 80 percent of collective 
embezzlement and bribery cases in Shanghai occur in SOEs], AFZ@A#K, Oc- 
tober 20, 2000; SIJO FRZ LER SRRA Pk7s” [Woan and 


chuanan account for 36 percent of crimes committed using public office in 


Jiangsu this year], CNN, http://review.jcrb.com.cn/ournews/asp/readNews.asp 
?id=13942; “ALM RBNA=FSE (> eR” [Prosecutors in Zhejiang 
uncover thieves in SOEs during the last three years]. 
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4. The share of corruption cases involving SOE executives included in 
the reports was 44 percent in 2011, 35 percent in 2012, and 24 percent in 2013. 
FARE WAIL FERIA AMTIR & 2012 [Analysis of crimes of Chinese 
SS executives reported in the media in 2012], 2A (March 2013): 16-40; 
AEE WA ICFER AE AI ANTIK 2013 [Analysis of crimes of Chinese cor- 
porate executives reported in the media in 2013] ZÁ (February 2014): 34-47; 
ABE WRICIERE 2011 [Report on crimes of corporate executives in 2011], 
XHN, http://news.xinhuanet.com/legal/2012-01/16/c_122590462.htm. 

5 PEEWRIGFERARAAMIRE 2013 [Analysis of crimes of 
Chinese corporate executives reported in the media in 2013]. 

6. HEI d SC IHARA 2014 [Research report on crimes of Chi- 
nese corporate executives in 2014], http://www.cclpp.com/article_show.jsp?f 
_article_id=9674. 

7. PEE dt SCHEI 2011 [Report on crimes of Chinese corporate 
executives in 2011]. 

8. PEE WRILFERAR AI ANTIR& 2012 [Analysis of crimes of Chi- 


nese EE executives reported in the media in 2012]. 


9. PEE dt SCH EE FEAR 52014 [Report on crimes of Chinese corpo- 
rate executives in SE 
10. Ibid. 
11. Ibid. 


12. In this study, we rely on official information regarding the amounts 
stolen by the convicted perpetrators. When such information is not available, 
we rely on the amounts used in the charges filed against these officials. When 
such amounts are not officially disclosed, we rely on the amounts reported by 
the media. 

13. In cases involving only three individuals, all of them were SOE 
executives. 


14. One was dismissed because his corruption income consisted of unau- 


thorized bonuses paid out of concealed profits. “ERIR KATA” [Loss of 
80 million yuan in state-owned assets], CDID, April 21, 2014. 
15. China implemented a major reform to “kill fewer and kill cautiously” 


in 2007, and the Supreme People’s Court, not the provincial high courts, now 
has final approval authority. Stephen Noakes, “Kill fewer, kill carefully: State 
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pragmatism, political legitimacy, and the death penalty in China,” Problems 
of Post-Communism 61 (2014): 18-30. 

16. Since the 1990s, only three officials at or above the provincial rank 
have been executed. They were Cheng Kejie, former governor of Guangxi and 
a vice chairman of the standing committee of the National People’s Congress; 
Hu Changqing, deputy governor of Jiangxi; and Wang Huaizhong, deputy 
governor of Anhui. Only one vice minister-level official, Zheng Xiaoyu, the 
former head of the Chinese Food and Drug Administration, was executed. 
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18. “SEAR—A, DL — E” [Break one person, catch a group], PD, http://www 
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21. — “T KAA THN” [Behind the rise and fall of a large SOE], 
CDID, August 19, 2011. 

22. “ERME [Iron fist hits thieves], CI 8 (2006): 43-47. 


23. There was an earlier case of collusive corruption in the same SOE in- 


volving more than ten individuals. "EG AE KS ISR” [A case of woan 
in Yanchang Petroleum Corp. in Shaanxi], OO 47 (2012): 43-50. 
24. There is a third category: private distribution of public assets (sifen). If 


stolen public funds are shared among several individuals in the SOE or the 
government, this is often classified as sifen. In this chapter we treat sifen as a 
form of collective embezzlement. 

25. REAN BF EIRA” [Xu Minjie violated the rules by getting his 
wife’s expenses reimbursed], BN, June 10, 2015. 

26. "rt EIS SE [Corruption in Sinopec Qilu Corp.], XHN, 
August 11, 2004, http://news.sina.com.cn/c/2004-08-12/10143380310s.shtml. 

27. “PLL nd = —T BLA B75 SR” [Zhongshan cracks a five-person em- 
bezzlement case], JN, April 2, 2001, http://review.jcrb.com.cn/ournews/asp 
/readNews.asp?id=29921. 
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28. Sms Lines “¿ux 2)” [The 
woan in Pengshui Food and Beverage Co.] can: AMOPAHASS 
52 =. 

29, “EE BARR BAF RR” [Trial of a corruption case related to Bi Yuxi 
opens], JO. AH, September 13, 2005. 

30. “EAI A/\FA” [Loss of 80 million yuan in state-owned assets]. 

31. “BJ 4B Aes 22 22” [The sweet dream of a thieving mine manager], 
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32. WRETMPRARARMBSAAB, “BERRA ARR” 
[Xue Yuquan’s case of bribery and misappropriation of public funds] (2001): 
AMIMF SB 2 =. 

33. “StS A1(65 S12” [The truth behind the wo’an at Sinopec Qilu 
Corp.], CEH, November 23, 2005. 

34. "BIS ETES” [The woan at Wenzhou Cailanzi Group], 
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-20062003.html. 

35. T FENIINS ARES ix 2 ma EE = [Liang Jingli, former chairman 
of Guangxi Liuzhou Iron and Steel Group, stands trial], A FA GER, May 27, 
2015. 

36. “Blt IT D" [Loss of 80 million yuan in state-owned assets]. 

37, “HS ERE EE AE IRE BY” [How Heng Iron was looted]. 

38. “SEK LANA SV” [Two fuses that detonated the case of 
Zhang Chunjiang], PV 17 (2011): 24-27. 

39, "Ern 7) Se A IBM PLS 
eral manager of Huazhong Electric Power Group, stands trial], DERI, 
November 3, 2004. 

40. “REAR AIT XB” [Shine a spotlight on the woan in the Agricultural 
Development Bank], AEA 3 (2007): 4-13. 

41. "rt LAURA) LF) LIBE” [COSCO executive Mao Shijia 
allegedly investigated because son and daughter-in-law engaged in flipping 
oil], JT, November 27, 2013. 

42, “ 
of Guangxi Liuzhou Iron and Steel Group, stands trial]. 

43, “Se Haase” [Wu Rijing stands trial], WAR, October 12, 2011. 
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> [Lin Kongxing, former gen- 


FSA Re Stk RSIS” [Liang Jingli, former chairman 
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44, The Shaanxi Communist Party Provincial Discipline Inspection Com- 
mittee, http://www.sxdaily.com.cn/data/dajs/20051126_8775072_0.htm. 

45. “PRR EK ASS Sic” [The fall of Li Yongxin, central China’s 
coal tiger], CYD, February 24, 2014. 
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black hole for state-owned assets?], XHN, July 28, 2003, http://www.southcn 
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7. “ŽE ŽRE REA Ar 1.9 (270 SE [The court in Lanzhou 
tries brazen fraud case at Liancheng Aluminum Corp. that defrauded the 
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case of Wei Guanggian], X12837] 10 (2000): 24-34. 

48. “Ze Ne Vb El SX” [Taizhou investigates a woan in an SOE], 
CDID, September 30, 2011. 
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yal?” [How did Yangcheng Group become a 


490,000 yuan, unauthorized use of 7.3 million yuan in public funds, theft of 6 
million yuan of company funds, and unexplained wealth of 2 million yuan. 
“ES RPE REMI ALEN 2683 7” [Corporate chief defrauded the 
state of 26.83 million yuan in compensation funds], = KEE, May 28, 2006; 


LRS EES LIES" [Courtroom remorse of eastern Chongqing’s most 
corrupt person], XHN, May 25, 2006, http://news.xinhuanet.com/legal/2006 
-05/25/content_4598265.htm. 
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2. SE NEE SIS SZ" [A woan in a Wenzhou SOE], #7724 7K Feb- 
ruary 8, 2013; “mY NIVEA” [Ying Guoquan’s case of collective cor- 
ruption], PN, December 21, 2011, http://fanfu.people.com.cn/GB/16666065.html. 

53. One study finds that the price discount of SOE assets is only 5-7 


percent. This estimate is likely too low since such a thin profit may not even 


cover the cost of bribes, typically 10 percent of the transaction. Raymond 
Fishman and Yongxiang Wang, “Corruption in Chinese privatization,” 
Journal of Law, Economics and Organization 31 (2015): 1-29. 
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67. "RING ISIu SS" [A woan in a Wenzhou SOE]; "Pl 
2.84 {Z” [SOE chief stole 284 million yuan]. 

68. “ETA ee lk AR Gu Ur [Former chairman of Jungong 
Group exposes his predecessor, earning credit], XHN, May 29, 2014, http:// 
fanfu.people.com.cn/n/2014/0529/c64371-25082987.html; MORE bet ES 
385,431” [Prosecutor recounts the fall of Bi Yuxi], 765727 March 23, 2005. 

69. “Piet a] aS Tk eS 7 CREARE” [Several storage sites in 
Sinograin (Henan) defrauded of 700 million yuan in grain funds]. 


70. Many of the largest SOEs owned by the central government have vice- 
ministerial status. As such, their chief executives are equivalent to vice min- 
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Development Bank]. 
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6. In Bed with the Mafia 


Epigraph: YAFAF CRM RRE RAR E S iC [Selected 
speeches by Xi Jinping] (Beijing: FHA ST HALE ARAL, 2015): 124. 
1. The official definition of organized crime, called “heishehui xingzhide 


zuzhi,” has evolved over the years. The most authoritative and updated defini- 
tion is in item 294 of the Chinese Criminal Code, revised in 2011. Organized 


crime (1) has a tight organizational structure, relatively large membership, 
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clear organizers, leaders, regular key members, and strict organizational dis- 
cipline; (2) gains economic benefits through illegal and other means and 
possesses considerable economic resources; (3) uses bribes and intimidation 
to entice or force state employees to participate in its activities; (4) deploys 
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